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so pivotal today to the future of East Asia, not even China. 
That’s because its massive Muslim population is steadily tilt- 
ing away from its moderate roots and toward fundamentalist strains 
of the religion. 

Sadanand Dhume issues a bold call to arms in this issue, asking both 
Indonesians and their foreign friends to shake off their complacency 
and stem the tide. He attributes the deterioration to 20 years of appease- 
ment, and argues that the world needs to be much more aggressive in 
providing aid to secular forces in the society. 

In Bangladesh, too, secular democracy is imperiled, in this case by 
the venality of its practitioners. Into this vacuum the Islamists could 
also slither, exploiting the perception that Shariah law offers a cleaner 
alternative. As Colum Murphy writes, there is reason to hope that the 
transitional military-led government is helping reformers within the 
two main parties reformers to gain traction and begin cleaning house. 

Meanwhile the region’s two most powerful engines of economic 
growth, China and Japan, are struggling to fine-tune their policies. As 
Jonathan Anderson of ugs writes, the true cause of China’s sudden cur- 
rent account boom in the last three years lies in real estate construction 
and automaking. Huge growth in these industries spurred overinves- 
ment in the heavy industry needed to produce the inputs. Now the ex- 
cess capacity has to be exported, putting strain on monetary policy as 
well as relations with the U.S. Mr. Anderson argues that accelerating 
the revaluation of the yuan would be in China’s best interests as a way 
to overcome this distortion. 

Richard Katz of the Oriental Economist Report sees J apanese Prime 
Minister Shinzo Abe repeating the mistake of his predecessors, assum- 
ing the recovery is self-sustaining and therefore further reforms are not 
needed. In fact the long-term fundamentals of the economy have not 
significantly improved. Corporations are still lagging far behind their 
U.S. counterparts in terms of returns on assets and productivity growth. 
But management faces little pressure to pick up the pace. The govern- 
ment needs to strip away the barriers to corporate re-engineering, al- 
lowing shareholders to assert their rights over executives. 

Finally, on a lighter note this issue features our third annual summer 
reading list, which this year picks the best books about Asian food. So 
don’t just vegetate on the beach, add some zest to your holiday by fry- 
ing up a bowl of the local fare. 


' S INDONESIA GOES, so goes the region. No other country is 
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Don’t Bet Against Hong Kong 


I WAS SURPRISED to see the REVIEW pub- 
lish what amounts to a one-sided slagging 
off of Hong Kong (“Hong Kong’s Arrested 
Development,” June 2007). The author, 
Friedrich Wu, fails to identify the four 
most powerful forces behind Hong Kong’s 
success since its inception. 

The first three are location, location 
and location. Hong Kong’s geographical 
location and superb harbor have been a 
key part of its success so far. Is this asset 
no longer of value? I doubt it. The fourth 
is the gutsiness of its people, a mix of opti- 
mism and “can do” that gets the job done, 
consistently, almost always with good hu- 
mor and pride. 

Bob Rogers 
Hong Kong 


Health Rights in China 


THE ARTICLE BY Leslie Hook (“The Rise of 
China’s New Left,” April 2007) offers a por- 
trait of the “New Left” movement among 
domestic and overseas Chinese thinkers 
that is puzzlingly incomplete. We are told 
of “the New Left” that “its basic features 
include caring about the poor and the un- 
derprivileged,” but the reader is given little 
detail as to what the plight of these “under- 
privileged” persons might be exactly. The 
New Left is a political movement (or “a 
trend of like-minded people”) borne out of 


THE FAR EASTERN ECONOMIC REVIEW wel- 
comes letters to the editor sent via fax to (852) 
2503-1530, by email to letters@feer.com or by 
post to GPO Box 160, Hong Kong. Submissions 
must include the author’s full name, address and 
daytime contact numbers. The REVIEW reserves 
the right to edit letters for length and clarity. 








a desire to redress growing social inequali- 
ties in China. A piece purporting to discuss 
this movement which fails to provide any 
information about the actual scope of these 
inequalities makes about as much sense as 
an article on America’s “War on Terror” 
without mentioning 9/11. 

At the end of the government-support- 
ed health-care system in the early 1980s, 
infant mortality nationwide in China of- 
ficially stood at 34 per 1,000 live births. 
Health statistics from 1999 put rural areas 
at 37 per 1,000 live births and urban areas 
at 11 per 1,000. Even as per capita GDP has 
expanded five-fold since the 1980s, the di- 
vide between China’s rural and urban areas 
has worsened. 

Ms. Hook faults the New Left for in- 
sufficient attention to human rights. Can 
anyone familiar with China doubt that the 
plight of the rural majority with regards 
to health care and the environment is by 
far the most pressing human-rights issues 
facing the country today? Without a con- 
certed effort to balance the influence of 
market forces in these critical sectors, the 
right to health will remain out of reach to 
those most in need. The fact that the gov- 
ernment has expressed a resolve to narrow 
the gap between rural and urban popula- 
tions is among the most encouraging trends 
in today’s China. 

Nathan Congdon 
Hong Kong 
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Step Up the Fight 
Against Islamism 


by Sadanand Dhume 





O ASIAN COUNTRY has seen 
its fortunes decline as pre- 
cipitously in recent times 
as Indonesia. Barely 10 
years ago it was a poster 
child for the East Asian miracle, lauded by 
the World Bank for having pulled tens of 
millions out of poverty, and increasingly 
mentioned in the same breath as Korea and 
Taiwan. Today, to the degree that Indone- 
sia occupies the world’s attention at all, it 
is as a cesspool of corruption, buffeted in 
turn by natural disasters, medical emer- 
gencies and terrorism. 

The tsunami and bird flu panic not- 
withstanding, it is radical Islam or Is- 
lamism—the ideology that seeks to run 21st 
century societies according to the seventh 
century Arabian precepts of Shariah law— 
that poses the biggest danger to Indone- 
sia’s future. Islamism already threatens 
Indonesia’s founding principle of nonsec- 
tarianism and its proud tradition of plural- 
ism, and hobbles the country’s efforts to 

modernize its economy. If radicals are left 
unchecked, the consequences won’t fade at 
the country’s borders. For Indonesia’s non- 
Muslim neighbors—Singapore, Thailand, 





the Philippines and Australia—the security 
implications of a radicalized Indonesia are 
hard to exaggerate. As the largest member 
of the Association of Southeast Asian Na- 
tions, Indonesia also looms large over the 
grouping’s efforts to compete with China 
and India. 

On the face of it, there is little cause for 
optimism. Each passing month brings 
word of a mob sacking another Ahmadiyya 


‘mosque for “heresy,” or of hapless Chris- 


tians jailed for opening a kindergarten to 
Muslim children or insulting the prophet 
Mohammed, Islamists have exploited re- 
gional autonomy to introduce some form 
of Shariah—at times including public flog- 
ging and Taliban-inspired vice squads—to 
dozens of towns, cities and regencies 
across the archipelago. 

Last year parliament hastily beat back 
an attempt by the puritanical Justice and 
Prosperity Party (PKS)—Indonesia’s ver- 


œo Mr. Dhume was a Jakarta-based correspon- 
dent for the REVIEW from 2000-03, and is cur- 
rently a Bernard Schwartz fellow at the Asia 
Society in Washington, D.C. My Friend the Fa- 
natic, his book about the rise of radical Islam in 
Indonesia, will be published next year. 


sion of Egypt’s Muslim Brotherhood—to 
push through a law that demanded prison 
terms for women in miniskirts or couples 
caught kissing in public. A recent poll by 
the Program on International Policy At- 
titudes at the University of Maryland re- 
vealed that more than half of Indonesians 
favor the strict application of Shariah. One 
in eight justifies attacks on civilians to 
achieve political goals. 

Yet, for all its problems, Indonesia also 
presents a great opportunity. A culture 
both tolerant and outward-looking at its 
core, an elite imbued with a nonsectarian 
ethos, and the example of successful multi- 
ethnic neighbors make Indonesia the only 
major Muslim-majority country—apart 
from Turkey and possibly mullah-weary 
Iran—where modernity stands a fighting 
chance. A closer look at the prpa poll that 
indicates majority support for Shariah 
shows that only 17% of Indonesians agree 
strongly with this goal, less than half as 
many as in Morocco, and about a third as 
many as in Egypt and Pakistan. 

To put it starkly then, the options in In- 
donesia are between good and bad, not be- 
tween bad and worse. For now at least, the 
goal of creating a beacon of moderation 
and prosperity on Islam’s eastern flank, a 
twin for Kemalist Turkey in the west, re- 
mains achievable. 

But for Indonesia to fulfill this promise, 
beleaguered secularists and foreigners who 
wish the country well must overhaul their 
approach to the Islamist movement. This 
means confronting not only the tactic of 
terrorism but the ideology that spawns it. It 
means learning to distinguish between 
genuine moderates and pragmatic extrem- 
ists. It means recognizing that Islamism, 
like the other totalitarian dogmas it resem- 
bles, must be opposed for it cannot be ap- 
peased. It requires placing as much 
emphasis on fostering an open and tolerant 
society as on encouraging formal democ- 
racy. Above all, it means ending the patron- 
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izing attitude that holds Muslims to lower 
standards on women’s rights, freedom of 
conscience and freedom of inquiry. 

In practical terms, Indonesians need to 
craft a robust alternative to the vague but 
compelling utopia of life under Shariah. 
Countering the Islamist predilection for 
violence and intimidation demands that 
the international community step up co- 
operation with the Indonesian military 
and police. For their part, NGOs, embassies 
and multilateral institutions must stop in- 
advertently legitimizing Islamists. 

More broadly, Islamism’s opponents 
ought to rely less on a handful of liberal 
clerics and instead stitch together a broad 
anti-Islamist coalition of secularists, mod- 
erate Muslims, business elites, women’s 
groups and the military. Taking a page out 
of the Islamist playbook, anti-Islamists 
must also stake a claim to the pulpit, the 
classroom and the op-ed page. The Inter- 
net, desktop publishing, and radio and 
television, used so deftly by Islamists 
world-wide, should be marshaled instead 
to undermine their message. 


Pancasila Fades Away 


THE BASIC CLEAVAGE in Indonesian poli- 
tics—between nationalists, who think of re- 
ligion as a largely personal matter, and 
Islamists, who believe that it ought to regu- 
late society—traces back to contending 
views of history. For the most part, nation- 
alists see Indonesia as a successor to the 
great Hindu-Buddhist Majapahit Empire 
(1293-circa 1500), the political and cultural 
acme of Javanese civilization. Islamists 
tend to take a narrower view, concentrating 
on the period after their faith’s advent. 
The nationalist past embraces Gajah 
Mada, a 14th century prime minister fa- 
mous for vowing to eat only unspiced food 
until he had united the archipelago. It 
honors Joyoboyo, a 12th century east Ja- 
vanese ruler who personified the ideal of 
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Ratu Adil, the “Just King,” and authored a 
book that reputedly foretold colonization 
by the Dutch, their brief displacement by 
the Japanese, and eventual independence. 
This conception of precolonial unity fu- 
elled the independence struggle, strength- 
ened subsequent claims to Dutch West 
New Guinea (Papua) and Portuguese- 
ruled East Timor, and gave a natural place 
in the country to Hindu Bali and the Chris- 
tian fringe of eastern Indonesia. 

For Islamists, the vast Buddhist com- 
plex of Borobudur and the finely carved 
Hindu temples of Prambanan are not sym- 
bols of a highly advanced civilization but 
relics of polytheistic barbarism. Christian- 
majority areas are the result of missionary 
encroachments to be erased with the pas- 
sage of time. If Islamists look to a glorious 
past, it’s to Baghdad and Moorish Spain. If 
they need heroes, they can find them in the 
Koran, or in Islam’s conquest of Spain and 
the Byzantine Empire. 

Not surprisingly, nationalists have no 
trouble with women and religious minori- 
ties rising as high as their talent will take 
them. A woman president or a Christian 
army chief are not seen as national calami- 
ties as they are by Islamists. In terms of for- 
eign policy, nationalists privilege core 
Indonesian interests such as relations with 
Asean over emotive pan-Islamic causes 
such as Palestine. For nationalists, econom- 
ic development comes before re- 
ligious solidarity. A 
Japanese CEO car- 
ries more weight 
than an Egyptian 
cleric. 

Though many 
nationalists are de- 
vout Muslims, their 
political legitimacy 
is grounded in the 
least pious sections 
of society. On the 
whole, the growth 
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of Islamist ideology in politics has closely 
tracked an explosion of arid orthodoxy in 
society. 

At independence in 1945, most Indone- 
sians, especially the Javanese, practiced a 
famously easygoing form of Islam shot 
through with symbols and ideas from the 
country’s long Hindu-Buddhist past. Pres- 
ident Sukarno helped torpedo an early Is- 
lamist attempt to force Muslims to obey 
Shariah, the so-called Jakarta Charter. In- 
stead, the new nation adopted the doctrine 
of Pancasila, which guarantees the equal- 
ity of the country’s six recognized reli- 
gions: Islam, Buddhism, Hinduism, 
Confucianism, Catholicism and Protes- 
tantism. Though nine out of 10 Indone- 
sians identify as Muslim, the constitution 
offers their faith no special place. 

This early rejection of Shariah sparked 
Jakarta’s first violent showdown with Is- 
lamism. The Darul Islam rebellion, cen- 
tered in west Java, south Sulawesi and 
Aceh, claimed 40,000 lives from 1948-62. 
It finally sputtered to a halt only after the 
army eliminated its principal leaders, the 
charismatic Sekarmadji Kartosuwiryo in 
west Java and the militia commander Ka- 
har Muzakkar in south Sulawesi. 

In 1966, amid claims of an attempted 

communist-backed coup, 
Sukarno was eased 
aside by General Su- 
harto. The new rul- 
er replaced socialism 
with market econom- 
ics, and a tilt toward 
Beijing and Moscow with 
one toward Washington. 
But though he released 
several Islamists jailed by 
Sukarno, on the surface at 
least Gen. Suharto did lit- 
tle to tamper with Sukar- 
no’s secular nationalism. 

If anything, for the Mus- 

lim devout the Suharto re- 
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gime was profoundly un-Islamic. The 
general prided himself on his knowledge 
of Javanese philosophy and sometimes re- 
treated to a remote cave in central Java’s 
Dieng plateau to meditate. He banned re- 
ligious symbols in campaigning for the 
sham national elections held every five 
years to legitimize his rule. 

The Suharto government discouraged 
the wearing of the headscarf—correctly 
recognized as both a symbol of piety and a 
political statement—in government schools 
and offices. In the mid-1980s, Suharto 
picked a devout Catholic, Benny Moerda- 
ni, to head the army and decreed that all 
organizations, including Islamic ones, had 
to adopt Pancasila as their only ideology. 

Beneath the surface, however, Indone- 
sian society had begun a metamorphosis. 
An economic boom brought schools and 
clinics, factories and foreign investment. 
But it also spurred migration and urbaniza- 
tion, and with them came drugs and disco- 
theques and massage parlors. Paranoid 
about a communist comeback, the Suharto 
regime followed a Dutch colonial blueprint 
that encouraged personal piety even as it 
discouraged formal Islamic politics. Uni- 
form religious education in schools turned 
out the first generation of Indonesians flu- 
ent in the formalities of their faith. A 
mosque-building program ensured that the 
call to prayer was never far. 

At the same time, mosques and schools 
bankrolled by oil-rich Arabs propagated 
what they considered a purer, more authen- 
tic, version of the faith, adding heft to a 
homegrown movement called Muham- 
madiyah that had long pursued similar 
goals. The post-1973 opec oil boom, the 
1979 Iranian revolution and a transnational 
jihad to fight the Soviets in Afghanistan 
gave Islamists around the world resources, 
networks and, most crucially, a belief that 
their time had come. 

By the mid-1980s, the piety became vis- 
ible. In kindergartens, Arab names began 
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to replace Sanskrit names. In offices, the 
greeting assalamu alaikum (peace be upon 
you) vied with the religiously neutral se- 
lamat pagi (good morning). More women 
donned the headscarf. Prayers five times a 
day, fasting during Ramadan and the hajj 
pilgrimage ceased to be oddities. A wave of 
piety washed over university campuses. 

In the 1990s, perhaps in acknowledg- 
ment of these changes, perhaps seeking to 
balance the power of an army alarmed at 
his children’s eye-popping greed, President 
Suharto reached out to political Islam. He 
backed the creation of a high-profile asso- 
ciation of Muslim intellectuals, an Islamic 
bank and an Islamic newspaper. He al- 
lowed the editor of a popular tabloid to be 
jailed for daring to publish a readers’ poll of 
most admired figures in which the prophet 
Muhammad placed a lowly 11th. 

The headscarf slipped into the class- 
room and the government office. New 
mosques abandoned the traditional Java- 
nese tiled and tapered roof for the Middle 
Eastern dome; older ones simply stuck a 
tinny dome on top. Pan-Islamism made its 
public debut as demonstrations for Pales- 
tine began to be sanctioned with alacrity, 
and the general’s new fans struck up a col- 
lection to build a mosque in his name—in 
Bosnia. 

But after President Suharto stepped 
down as a result of the Asian financial melt- 
down, his opponents who had long flogged 
the notion that Islamization was a form of 
democratization—especially fashionable in 
American academia—were in for a bit of a 
shock. A volunteer army called Laskar Ji- 
had shipped hundreds of machete-wielding 
young men dressed in Arab robes to wage a 
holy war against Christians in the eastern 
province of Maluku. Another group, the Is- 
lamic Defenders Front (FPI) trashed Jakar- 
ta bars and discos. 

Radical clerics such as Abu Bakar Baas- 
yir, who had fled overseas during the Su- 
harto years, felt safe to return. Christmas 
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Eve in 2000 saw bomb blasts at churches 
in nine cities. Then came the suicide bomb- 
ings in Bali, Jakarta’s J.W. Marriott hotel 
and the Australian embassy. 


Terrorists and Islamists 


SINCE THE BALI bombings in 2002, Indo- 
nesia has upped its game in fighting ter- 
rorism. Densus 88, an elite police unit 
trained and equipped by the U.S. and Aus- 
tralia, has arrested scores, kept up the 
pressure on Jemaah Islamiyah, and en- 
sured that the only significant terrorist 
bombing in the past three years was a sec- 
ond attack in Bali in 2005. In March police 
uncovered a vast cache of weapons and ex- 
plosives in east Java, and in June they ar- 
rested a top Jemaah Islamiyah fugitive, 
Abu Dujana, in central Java. Even though 
Mr. Baasyir, the alleged spiritual head of 
the local al Qaeda franchise Jemaah Is- 
lamiyah, is free after a slap-on-the-wrist 
26-month sentence, the group is clearly 
in disarray. 

In the long term, however, even the 
most outstanding counterterrorism work 
is merely a palliative. The more people 
who share an Islamist worldview, the more 
likely it is that a minority of hotheads 
among them will take their chances with 
a car bomb or suicide vest. And though 
they might quibble over tactics, all Is- 
lamists share the belief that Islam ought 
to govern everything from hygiene to 
hedge funds, that the trouble with Indo- 
nesia is too much modernity rather than 
too little, that the ideal future lies in a re- 
turn to an idealized past. 

Moreover, even those Islamists who 
formally reject violence find it impossible 
to condemn the most senseless acts of bru- 
tality in the name of their faith—such as 
the beheading of three Christian school- 
girls in Sulawesi in 2005. Instead they re- 
spond with a barrage of justifications, 
qualifications and, most crucially, de- 


mands for political concessions. 

In their quest to transform society, if 
necessary one person at a time, some Is- 
lamists adopt an avowedly apolitical stance. 
The missionary movement Tablighi Ja- 
maat, described by French intelligence as 
“the antechamber of fundamentalism,” 
dedicates itself to minting “genuine” Mus- 
lims. The international pan-Islamist group 
Hizbut Tahrir, especially active on Indone- 
sian university campuses, calls for uniting 
all Muslims in a caliphate and rejects de- 
mocracy for placing man’s law above Sha- 
riah. The missionary and pesantren 
(madrassa) network Hidayatullah, founded 
by an admirer of the Darul Islam leader Ka- 
har Muzakkar, runs orphanages and pub- 
lishes a magazine that extols jihad 
world-wide. 

The Islamist flagship in formal politics, 
PKS, controls 45 seats in the 550 member 
parliament and is part of President Susi- 
lo Bambang Yudhoyono’s coalition govern- 
ment. Its former chairman, the 
Saudi-educated Hidayat Nur Wahid, wields 
enormous clout as the speaker of the MPR 
or People’s Consultative Assembly. Born in 
1998 from a secretive movement called Tar- 
biyah that first emerged on Indonesian uni- 
versity campuses about 30 years ago, PKS 
borrows its worldview, training materials 
and opaque cell structure from the Muslim 
Brotherhood. It espouses Koranic literal- 
ism and believes that a pious vanguard will 
pave the road to the ideal Islamic state. 
Though it does not actively participate in 
violence, PKS leaders such as Mr. Nur Wa- 
hid have been among Mr. Baasyir’s stoutest 
supporters. 

Indonesia’s failure to recognize the na- 
ture of the threat it faces has already poi- 
soned the country’s fabled nonsectarian 
ethos. Just 20 years ago, a qualified non- 
Muslim could be army chief, finance min- 
ister or governor of the central bank. How 
things have changed was driven home in 
1998 when a chorus of Muslim outrage 


10 FAR EASTERN ECONOMIC REVIEW œ July/August 2007 






forced Johny Lumintang, a Manadonese 
Christian, out of his position as head of the 
army’s prestigious strategic command, 
Kostrad, after just 17 hours on the job. Sim- 
ilar stories abound in the higher reaches of 
the bureaucracy, in universities and in 
state-owned companies. The message, re- 
inforced by bodies such as the Association 
of Indonesian Muslim Intellectuals Gcmn, 
is simple: In the new Indonesia non-Mus- 
lims must know their place. 

Ordinary Indonesians bear the econom- 
ic costs of this slide toward intolerance. 
Mob violence against Ahmadiyyas and 
Christians does little for the country’s im- 
age as an investment destination. Anxiety 
about the future discourages both foreign- 
ers and Chinese-Indonesian businessmen 
from making the long-term, job-creating 
investments in footwear, textiles and elec- 
tronics that the country needs most. The 
rise of China, India and Vietnam means 
that unlike Malaysia—where the Islamiza- 
tion of the 1970s and 1980s accompanied 
industrialization—Indonesia faces compe- 
tition for mobile capital in an international 
environment increasingly attuned to the 
dangers of Islamism. 

Neither can Indonesia’s neighbors ig- 
nore these developments. Instead of wor- 
rying about impoverished boat people 
flooding its shores, Australia must now 
come to terms with the possibility that In- 
donesia might become to Australia what 
Pakistan is to Britain—a refuge and indoc- 
trination center for would-be terrorists. 
For Singapore this threat is existential. 


The Road Not Taken 


ISLAMISTS USUALLY PROJECT an aura of 
inevitability. But for all their momentum, 
the PIPA poll suggests that Indonesia is no 


Though they quibble over tactics, Islamists share 
the belief that Islam should govern all aspects of life. 






Egypt or Pakistan, at least not yet. Indeed, 
the very strengths that made Indonesia an 
unlikely home to Islamism to begin with 
continue to provide a glimmer of hope that 
here, as almost nowhere else in the Mus- 
lim world, the movement can be dimin- 
ished rather than merely slowed. 

To begin with, the essence of the Java- 
nese Muslim worldview that underpins 
the country’s comfort with modernity— 
“many are the paths to God”—hasn’t quite 
vanished. The same, despite Islamist ef- 
forts to link it with Suharto-era corruption 
and heavy-handedness, is partly true of 
Pancasila. 

For the most part, Indonesia’s elites— 
politicians, businessmen, journalists and 
intellectuals—remain naturally and unself- 
consciously nonsectarian and, unlike their 
counterparts in Iran or Pakistan, have not 
been banished behind high bungalow walls. 
They write in newspapers and appear on 
television. The masses, with their love of 
Manchester United, Korean pop and Bol- 
lywood blockbusters, show a cheerful open- 
ness to the rest of the world at odds with 
Islamism’s monochrome fealty to the Mid- 
dle East and its aversion to music and art. 

In President Yudhoyono, himself a de- 
vout Muslim, Indonesians have elected a 
humane man above petty religious bigotry. 
The same is true of Juwono Sudarsono, the 
country’s scholarly defense minister, and 
several other members of the cabinet. The 
former president and cleric Abdurrahman 
Wahid, of the 40-million strong Nahdlatul 
Ulama, stands out as the world’s pre-emi- 
nent Islamic humanist, a rare figure who 
is liberal by any standard, not merely by 
the lowered ones usually applied to Mus- 
lim clerics. Add to this a wealthy Chinese- 
Indonesian business community and the 
nearby examples of Australia and Singa- 
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pore—successful multiethnic societies 
built on meritocracy and equality before 
the law. 

Nonetheless, these strengths mean 
nothing without a more realistic assess- 
ment of the problem. The law and order ap- 
proach to Islamism, narrowly focused on 
terrorism, will have to be widened to in- 
clude the ideology that both feeds terrorism 
and retards efforts to curb it. This requires 
setting the agenda, rather than merely re- 
acting to Islamist incursions as with hast- 
ily cobbled coalitions to beat back Islamist 
demands to revisit the Jakarta Charter, or 
to oppose last year’s cleverly named anti- 
pornography bill outlawing miniskirts and 
public displays of affection. 

To begin with, it is crucial to distinguish 
genuine moderates from pragmatic ex- 
tremists. As laid out in a recent report by 
the Rand Corporation, common sense 
benchmarks to separate moderates from 
extremists include support for secular 
sources of law; support for a woman’s right 
to aspire to high office and to dress as she 
pleases; an unambiguous denunciation of 
terrorism and mob violence; and support 
for universal concepts of human rights, 
freedom of conscience and freedom of reli- 
gion. Given the Islamist tradition of double- 
speak, proclamations in public and in 
Indonesian carry much more weight than 
assurances whispered in private. 

Next comes the recognition that like 
Nazism and Stalinism, the ideologies it 
most resembles, Islamism can only be 
quelled by sustained, systematic and un- 
flinching opposition. Like all totalitarians, 
Islamists see concessions as a sign of weak- 
ness and evidence, if any were needed, that 
their victory is preordained. Attempts to 
appease them—banning the state lottery 
here, ramming through a harsh apostasy 
law there, turning a blind eye to violence 
against minorities—have failed in Pakistan 
and Egypt, where, even though Islamists 
haven’t captured political power, they have 


_medievalized large chunks of society. 

To avoid a similar fate, Indonesians 
will have to stop tiptoeing around the edg- 
es of the movement in perennial fear of 
backlash and instead accept that this is not 
only inevitable but a welcome sign of doing 
something right. Of course, the balance 
lies in not causing offense for its own sake, 
but at the same time not backing down 
from a point of principle such as freedom 
of worship in the case of the Ahmadiyyas, 
or freedom of the press from mob intimi- 
dation in the recent case of Playboy mag- 
azine’s Indonesia edition. 

Finally, acknowledging that this is a 
war of ideas brings with it an obligation to 
conjure up a positive and compelling vi- 
sion of the future that goes beyond a mere 
rejection of Shariah. In Indonesia, the res- 
urrection of nationalism yoked to a vision 
of modernity and equal opportunity for all 
is the natural option. The alternative: aro- 
bust regional subnationalism rooted in 
local cultures. 

Several practical measures flow natu- 
rally from this reorientation. The most im- 
portant is stepped up cooperation with the 
police and the military, the most organized 
force in society apart from the Islamists. 
They offer young men a sense of self-worth, 
moral purpose and esprit de corps, and 
young women, albeit in much smaller num- 
bers, an unfettered sense of self. 

Despite the occasional blemish, both 
institutions treasure an idea of Indonesia 
above religious or regional pettiness. 
Moreover, the armed forces are far from 
unpopular; Indonesians have a love affair 
with the uniform dating back to Sukarno. 
As for human-rights concerns, interna- 
tional training achieves the twin purpos- 
es of making army and police personnel 
both more sensitive to human rights and 
better able to neutralize the threat of mob 
violence and climate of fear that Islamists 
use to press their goals. 

At the same time, embassies and NGOs 
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have to be more careful not to inadvertent- 
ly legitimize Islamists by giving them inter- 
national exposure through grants, 
fellowships and invitations to international 
forums. Aid programs ought to lean toward 
women, secularists and moderates, with 
only the occasional nod given to a promis- 
ing Islamist open to new ideas. 

Similarly, in terms of public diplomacy, 
the accent must shift from kowtowing to 
Islamist sensibilities to challenging them. 
Instead of the State Department strategy of 
showcasing orthodox Muslims in the West, 
and hyping the spread of Islam—both of 
which reinforce triumphalist Islamist pro- 
paganda—Washington, London and Can- 
berra ought to highlight their pluralism and 
the opportunities free societies offer to all 
people, believers and nonbelievers, the 
headscarfed and the bareheaded, orthodox 
Sunnis and Ahmadiyyas. A Muslim woman 
singing the blues in a jazz bar is just as le- 
gitimate a representative of her faith as a 
tightly headscarfed housewife surrounded 
by her suburban brood. American pluralism 
is defined not merely by mushrooming 
mosques, but equally by synagogues, Hindu 
temples and churches of every stripe. 

One of the Islamist movement’s great- 
est strengths is its ability to build net- 
works, both political and social, based on 
a shared vision of life under Shariah. This 
can only be countered by linking together 
disparate groups opposed to Islamism for 
their own reasons. A loose coalition of the 
army, women’s groups, writers and artists, 
businessmen and moderate religious lead- 
ers of all faiths, can be encouraged to swap 
ideas and come up with practical methods 
to challenge Islamist inroads in public life. 


Nationalism can provide a positive idea of the 
future that goes beyond a mere rejection of Shariah. 






Lacking the common glue of Koranic liter- 
alism, such an opposing network will have 
to be herded together by a shared percep- 
tion of a common threat. 

Asin other parts of the world, Islamists 
have been most successful in pushing their 
ideas in the classroom and the pulpit. In the 
long term, Indonesians will have to com- 
pare their educational system with compet- 
itors such as Vietnam and China and ask if 
religion belongs in government schools, 
and if the pesantren and Islamic university 
systems, for all their moderation, turn out 
graduates even remotely competitive in the 
global economy. 

The Internet, pop culture, organized 
sports and the revolution in desktop pub- 
lishing can also dent the Islamist surge. 
Foundations can seed blogs and fund pub- 
lications unafraid to extend investigative 
reporting and honest criticism to politics 
cloaked in religion. Football clubs and rock 
bands encourage loyalties that transcend 
religion. Awards for iconoclastic young 
writers and film makers will broaden the 
national debate. Cheap translations, includ- 
ing comic book versions, of Indonesian folk 
tales, classic Western novels and anti-Is- 
lamic polemics offer a world in grays to 
challenge the Islamist predilection for 
black and white. 

After 20 years of neglect, turning Indo- 
nesia around will not be easy. But though 
success is by no means guaranteed, the 
country’s unique set of strengths make 
this a war that can be won. The costs of its 
failure—an economically weak, culturally 
barren, diplomatically volatile land of 
more than 220 million people—are so high 
that it leaves us no option but to try. @ 
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China Should Speed 
Up the Yuan’s Rise 


by Jonathan Anderson 





ROM THE VANTAGE point of 
1998, or even 2002, it 
would have been impossi- 
ble to foresee the degree of 
global attention the lowly- 
valued Chinese yuan generates today. Over 
the past few years, U.S. taxpayers have 
paid millions of dollars to finance a seem- 
ingly endless series of hearings on the 
mainland exchange rate, while lawmakers 
have introduced bill after bill to promote 
the adjustment of a system most people 
only vaguely comprehend (and a currency 
most have never held in their hands). Pun- 
dits routinely talk about over- and under- 
valuation as if they were the simplest 
concepts in the world, although at a high- 
er level this issue has confounded and di- 
vided a host of trained economists. Across 
the Pacific, Chinese policy makers have 
been tearing their hair out trying to decide 
what to do with their currency—and here 
as well, most senior leaders on the main- 
land have only a rudimentary understand- 
ing of the principles involved. 

In this article I will contend two points. 
First, many of the common arguments for 
and against the revaluation of the yuan are 





misguided. And second, at the end of the 
day China would clearly be better off with 
a stronger currency—for its own sake, and 
not just as a means of preventing global 
pressure—and would do well to move fast- 
er than the present pace. I’ll get to the 
“real” case for revaluation shortly. But 
first, we need to address the most common 
myths about the Chinese exchange rate. 


It’s Not About ‘Manipulation’ 


LET’S RECALL HOW a fixed (or quasi-fixed, 
in China’s case) exchange-rate system 
works. China’s central bank, the People’s 
Bank of China, publishes a daily exchange- 
rate quote and stands ready to trade the 
yuan against foreign currency at or near 
that published rate. When there is an excess 
of dollars on the market, either because of 
a trade surplus or net capital inflows, the 
PBOC purchases those dollars by issuing 
new yuan; when dollars are in short supply, 
the pBoc sells its own dollar reserves to 
make up the difference, removing yuan li- 
quidity from the market in the process. 


os Mr. Anderson is chief Asian economist at UBS. 
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Over the past few years, the rising trade 
surplus means that the People’s Bank has 
been a continual net buyer, accumulating 
nearly $30 billion a month in official foreign 
reserves for a cumulative total of $1.2 tril- 
lion as of March 2007. This fact has led to 
criticism that China consciously set the 
yuan peg at a level that makes exports hy- 
percompetitive and thus automatically gen- 
erate enormous trade surpluses, But this 
doesn’t necessarily follow. Under a fixed ex- 
change-rate regime, central banks essen- 
tially commit to live with what the market 
delivers to their doorstep, and ina techni- 
cal sense the recent flood of dollars is sim- 
ply what the market has brought to China. 

In fact, when looking at policy intent it 
helps to keep two points firmly in mind. 
First, when the government first initiated 
the peg in 1997 it wasn’t to keep the yuan 
from rising. Rather, it was to keep the cur- 
rency from collapsing. The end of the Chi- 
nese bubble in 1995-96 left the economy 
with a huge burden of bad debts at home 
and abroad: Profits were disappearing and 
real growth had probably slowed to low sin- 
gle-digit levels. Against this backdrop, the 
onset of the Asian financial crisis convinced 
many investors that the yuan would be the 
next domino to fall, and short-term capital 
began to flow out of the economy at an un- 
precedented pace. The authorities’ decision 
to institute a de facto peg against the dollar 
was explicitly billed as a commitment not 
to devalue the yuan. As late as 2003, when 
then Premier Zhu Rongji officially retired 
from government service, he considered 
holding the yuan peg to be one of his crown- 
ing achievements, and one of China’s big- 
gest contributions to global stability. 

Secondly, the Chinese government has 
been as embarrassed as anyone else by the 
skyrocketing mainland trade balance. As 
late as mid-2004 China was running a trade 
deficit, and there was no sense whatsoever 
that the yuan might be structurally under- 
valued. It wasn’t until early 2005 that the 


trade surplus began to careen upwards to 
unprecedented heights—a trend that caught 
not only the government but also most out- 
side observers by surprise. Consider the au- 
thorities’ position: At the beginning of this 
decade the yuan was trading around eight 
to the dollar and most economists were im- 
ploring them to keep the peg in order to 
avoid devaluation. Six years later, the ex- 
change rate is still roughly eight to the dol- 
lar, but now foreign policy makers are 
screaming that the yuan is the most under- 
valued currency in the world. 

This is hardly a case for manipulation. 
“Whiplash” is more the operative word, as 
China struggles to come to grips with the 
massive changes of the past few years. 


Exports Won’t Slow 


FOR THOSE WHO Closely follow the main- 
land economy, the last few years have pro- 
vided another interesting spectacle. 
Remember that the yuan has been 
strengthening gradually against the dol- 
lar, by 2% in 2005, another 4% in 2006 and 
at a 6% year-on-year pace so far this year. 
At the same time, Chinese rural migrant 
wages, which were rising leisurely at 3% 
to 4% per year at the beginning of the de- 
cade, are now shooting up by 10% or even 
15% annually as factories come to terms 
with a dwindling supply of young, single 
farm workers. 

This double-edged sword of an appre- 
ciating currency and rising labor costs 
should have imposed palpable damage on 
China’s traditional export sectors: toys, 
clothing, furniture, appliances and elec- 
tronics processing. However, according to 
industrial earnings and profit statistics, 
overall light manufacturing margins have 
been as steady as a rock, with no signs of 
pressure so far. 

Why? Because exporters simply passed 
on the costs to overseas buyers. In a world 
where individual country figures rarely tal- 
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ly on pricing trends, one of the startling 
facts is that Chinese, Hong Kong, U.S., Jap- 
anese and European data all agree that 
mainland export prices have started to rise 
in the past three years. From 1995 to 2003, 
dollar prices in traditional manufacturing 
industries like clothing and toys were fall- 
ing on the order of 3% to 4% per year. Since 
2004, however, those same prices have 
been rising by 3% to 4% per year, a very vis- 
ible turnaround from the previous picture. 
Exactly the same is true for 1T electronics. 
According to partner country data, Chinese 
electronics prices used to fall by 6% to 10% 
per year in dollar terms. Now they are bare- 
ly falling at all—and mainland data actually 
show a sharp increase in prices since the 
beginning of the year. 

Why haven’t Chinese 
exporters felt more pain? 
The answer is that they’re 
very big. Visitors to main- 
land factories often return 
with stories of small sup- 
pliers fighting for sur- 
vival on razor-thin 
margins in an overly 
competitive environ- 
ment. This may be true 
for individual compa- 
nies, but on an aggre- 
gate level China now 
has an enormous mar- 
ket share: 70% to 80% of 
total U.S. imports of toys, 
footwear and other low-end 
products, nearly 40% of total 
apparel imports and 35% of IT electronics. 
In this environment, it’s very easy to pass 
on domestic cost pressures. 

Of course, rising wages and arising cur- 
rency will eventually bring about the end of 
traditional low-end manufacturing in Chi- 
na, as production migrates to cheaper mar- 
kets like Vietnam, India and Indonesia. But 
it’s not happening very fast. In fact, one of 
the most surprising trends in Asia is that 
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neighboring countries have taken advan- 
tage of the “breathing space” offered by 
China to raise their own prices as well. 

So for the next few years, at least, don’t 
look for yuan revaluation to slow the main- 
land export juggernaut. As best I can tell, 
the main impact would simply be to raise 
prices for global consumers. 


No Jobs Savings 


THIS DOESN’T MEAN that an appreciating 
currency wouldn’t help lower China’s 
trade surplus—it would, mostly through 
stimulating import purchases. However, I 
do find it more than a little ironic that the 
country protesting the loudest over the 
yuan peg has arguably the 
least to gain from its re- 
moval. 
A few numbers here 
should help put the U.S.- 
China relationship in 
perspective. In the 
three-year span from 
the first half of 2004 to 
the first half of 2007, the 
monthly mainland trade 
surplus jumped by nearly 
$20 billion. How much of 
that shift came from net 
exports to the U.S.? The 
answer is around $6 
billion, broadly in line 
with the overall U.S. share 
in Chinese exports. On a 
nominal dollar basis, the li- 
on’s share of China’s net trade expansion 
has been borne by the rest of the world. 
The next point to note is that much of 
that $6 billion monthly figure actually 
comes indirectly from China’s neighbors 
as well. The bilateral U.S. trade deficit with 
China has grown from essentially zero in 
1990 to 2% of app this year, but, tellingly, 
the U.S. deficit with all of Asia actually ex- 
panded by less, or only 1.5% of app. The 
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reason is that many of the goods showing 
up on U.S. shores with a “Made in China” 
label used to say “Made in Taiwan” or 
“Made in Korea.” Now, as processing and 
assembly functions have shifted to the 
mainland, the headline bilateral U.S. defi- 
cit has rather artificially shifted in favor of 
China as well. Once I account for this “in- 
tra-Asian” effect, it turns out that most of 
the real increase in the U.S. trade deficit 
comes from elsewhere, including the Or- 
ganization of Petroleum Exporting Coun- 
tries, Europe, Canada and Mexico. 

Nor is there compelling evidence that 
Chinese producers are suddenly taking U.S. 
jobs. Much has been made of the fact that 
the manufacturing share of U.S. non-farm 
employment dropped from 16% in 1990 to 
10% this year—but remember that the share 
had already dropped from 32% in 1950. As 
it turns out, the U.S. economy loses manu- 
facturing jobs at a straight-line pace of 4% 
per decade, both before and after China’s 
arrival on the scene. Moreover, traditional 
low-end light industries where mainland 
penetration has increased the fastest were 
already decimated in the U.S. decades ago, 
accounting for only 1.7% of total employ- 
ment as of 1990. All told, it would be unre- 
alistic to expect even the most aggressive 
yuan strengthening to have any significant 
macro impact on the U.S. economy. 

Another important fact is that China’s 
gradual approach to moving the currency 
is not exactly threatening stability at home 
in the mainland. Many analysts describe an 
economy where massive foreign-exchange 
inflows are flooding into domestic liquidity, 
overwhelming the central bank’s ability to 
carry out monetary sterilization operations 
and pushing both real growth and asset val- 
uations into extreme bubble territory. 

Against this backdrop, however, the real 
surprise is how calm everything looks in 
China. The People’s Bank has been steadily 
mopping up foreign-exchange inflows for 
years now without undue pressures on do- 


mestic interest rates, and excess liquidity 
ratios in the Chinese commercial banking 
system have never been lower than they are 
today. The credit cycle is relatively well-be- 
haved, nationwide property prices are ris- 
ing at a moderate pace, and it now looks as 
though the frothy mainland stock market 
has finally cooled down. At this rate, I see 
no reason why China couldn’t live even 
with record-high external surpluses for an- 
other few years to come. 

And keep in mind that as high as those 
China numbers seem, they’re still much 
higher in other parts of Asia. The mainland 
current account surplus is now pushing 9% 
of app, similar to the most recent outcome 
in Taiwan and Thailand and far lower than 
in Hong Kong, Malaysia and Singapore. Cu- 
mulative sterilization debt from all sources 
may be close to 15% of app, but that figure 
is over 30% GDP in Taiwan and close to 40% 
in Malaysia. Yet the same people who ask 
how long China can resist the “flood” tend 
to be very silent when the talk turns to 
these neighboring economies, which have 
been quietly living with extremely large in- 
flows for a long time. 


The Case for Revaluation 


IF ALL OF the above is true, then why both- 
er to move the currency? The answer is that 
the real case for revaluation lies elsewhere. 
Despite the arguments above, yuan adjust- 
ment would actually help resolve some of 
China’s most significant problems at home, 
and make life easier for its trading partners 
as well, essentially a “win-win” move for 
the mainland economy. It has nothing to do 
with exports, however, or Chinese market 
share in traditional manufacturing—but ev- 
erything to do with import spending on 
heavy industrial products. 

To understand the logic, it helps to take 
a close look at the sources of China’s exter- 
nal trade balance by category. If, at the be- 
ginning of this decade, you had told a 
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CHINA’S PREDICTED TRADE BALANCE 
Imports of industrial goods were expected to increase, 
sens in % of GDP 
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trained international economist that the 
mainland was going to grow at such a rapid 
pace for the next seven years, and integrate 
itself even faster into the global economy 
along the way, he or she would probably 
have guessed that China’s trade patterns 
would evolve along the lines of the chart 
above. As a labor-rich and resource- and 
capital-scarce country, economic theory 
predicts that mainland producers would 
have maintained their advantage in low- 
end industries like toys and textiles, and 
taken advantage of new opportunities in la- 
bor-intensive electronics processing, but 
also become growing net importers of nat- 
ural resources and heavy industrial goods. 
This chart is, in effect, where China 
“should” have gone. 

Now turn to the chart on page 19, which 
shows where China actually did go over the 
past seven years. On the net export side of 
the balance sheet things didn’t turn out so 
much differently than economists would 
have imagined. China maintained a steady, 
even rising surplus and quickly gained 
ground in the IT electronics industry as 
well. As expected, the mainland also be- 
came more heavily dependent on imported 
commodities and raw materials. 

The problem, however, arises in heavy 
industrial sectors. As you can clearly see in 
the chart, China did not develop into a ris- 
ing net importer of capital goods and indus- 
trial materials. Rather, over the past few 
years mainland producers have actually be- 


come net exporters of steel, aluminum, auto 
parts and other machinery categories, 
much to the consternation of overseas econ- 
omists as well as the Chinese government 
itself. This essentially “explains” the sky- 
rocketing trade surplus: Mainland superi- 
ority in traditional export sectors should 
have been offset by growing imports of 
heavy industrial goods—but wasn’t. 

How did China pull off this unexpect- 
ed feat? The answer is by accident, rather 
than by design. From 2000 to 2003 the 
mainland saw an enormous boom in prop- 
erty and housing construction and auto 
sales. As a result, industrial materials and 
machinery profits were booming, and local 
governments and state enterprises began 
to invest heavily in areas like smelting, re- 
fining and auto-production capacity. 

And as often happens in China, boom 
turned to outright bubble: At its peak in 
2003, total bank lending to real estate and 
construction was growing at 80% per year, 
fly-by-night property developers were 
cropping up everywhere, and the pace of 
construction activity and auto sales 
reached unsustainable levels. By early 
2004 the authorities were ready to act and 
they cracked down hard on the construc- 
tion side. Short-term real estate finance 
was stopped cold, small developers went 
out of business in droves, and construction 
activity slowed sharply. 

However, the government was never 
able to staunch the flow in heavy indus- 
trial investment. As a result, productive 
capacity in areas like steel, aluminum, 
auto parts and machinery grew much fast- 
er than domestic demand for the next 
three years. Profits at home started to fall 
and China began to export its surplus 
abroad, which leads us to the situation in 
which we find ourselves today. The main- 
land has become a sizeable net exporter in 
certain heavy industrial categories, and 
China’s trade surplus is running at $20 bil- 
lion per month or so, up from virtually 
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zero only three years ago. Of course this 
situation should gradually reverse itself 
over time. We’re already seeing better sup- 
ply discipline in some areas, with new in- 
vestment growth in auto plants and ferrous 
metals refining slowing considerably; as 
this slowdown begins to feed into lower fi- 
nal capacity growth, net exports should 
abate and eventually fall as well. 

The “dirty little secret,” however, is that 
it’s not happening very quickly. Not only is 
China’s trade surplus still rising, but heavy 
industrial profits and margins are actually 
recovering as well, as mainland producers 
learn how to compete in global markets. 
And this could well fuel a further round of 
new capacity creation in key sectors. So 
there’s no guarantee that the trade balance 
will turn around any time soon—and even 
if the surplus does peak, say, by the end of 
this year, China still faces a long, hard slog 
ahead, with many years of inordinately 
high forex reserve inflows, monetary ster- 
ilization, and of course significant tensions 
with global trade partners. 

What’s more, the central government 
has already tried everything else to remedy 
the situation. For the past three years, Chi- 
nese officials have attempted to cancel new 
heavy industrial projects or shut down 
plants directly, but as long as companies 
can make money by taking market share 
from foreign suppliers or exporting to over- 
seas markets, there is little Beijing can do 
(and local governments have virulently re- 
sisted every suggestion that “their” project 
be the one to take the fall for the national 
good). The government has added environ- 
mental levies and fees, and is now taking 
steps to remove export rebates and raise 
trade-related taxes. To date, however, all of 
this has been to little avail. 

In fact, there is only one measure that 
can fundamentally reverse the situation 
and cull excess heavy industrial capacity 
growth. This measure would be to signifi- 
cantly revaluate the yuan exchange rate. 
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I argued above that a stronger currency 
would have little effect on mainland ex- 
porters, since they have demonstrated their 
ability to raise prices to the final consumer. 
But keep in mind that things look very dif- 
ferent on the import side of the equation. 
To begin with, China does not have a high 
global export-market share in industrial 
machinery and materials. Indeed, the econ- 
omy has just barely turned the corner to be- 
come a net exporter at all. Unlike low-end 
manufactures where China is a dominant 
force, every single heavy industrial product 
category has a multitude of overseas com- 
petitors. While mainland exports tend to 
rely on imported components, thus diluting 
the impact of revaluation in the final cost 
structure, goods like chemicals, metals and 
machinery have a much higher domestic 
value-added component. As a result, any in- 
crease in the value of the yuan has a much 
larger “bang for the buck” in these sectors, 
making imports immediately more compet- 
itive and shifting expenditure patterns 
much more rapidly. 

Faster revaluation is now the only real 
adjustment tool available to the Chinese au- 
thorities. The glory of using the currency is 
that it helps reduce the trade balance, low- 
ers the incentive for further excess indus- 
trial capacity creation, acts in a targeted 
way against the most energy-intensive and 
polluting sectors, and redirects spending 
towards higher imports from China’s Asian 
neighbors (alas, the U.S. would benefit less, 
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as most of the initial “loss” in heavy indus- 
trial imports came at the expense of Japan, 
South Korea and Europe)—and all from a 
single policy decision. 

So why doesn’t China go? To date, the 
government has resisted calls for a large 
one-off move as well as much faster appre- 
ciation on the grounds that such a move 
would be destabilizing. And I do have sym- 
pathy for this view if we talk about a reval- 
uation strictly defined—i.e., a sudden, 
overnight move of 15% to 20% in the yuan 
exchange rate against the dollar. This could 
have a disastrous impact on exporters 
whose contract prices were set at the old 
exchange rate, especially with the relative 
lack of formal hedging mechanisms. 

But these arguments don’t really hold 
for a faster trend appreciation. Other Asian 
economies regularly see much larger 
swings in their exchange rates without un- 
due impact on growth. Consider that since 
the beginning of 2005 the yuan has moved 
by 8% against the U.S. dollar. By contrast, 
the Thai baht had a peak-to-trough swing 
of 23% against the dollar; the Indonesian 
rupiah moved by 21%, the Philippine peso 
19% and the Japanese yen 19%. In fact, the 
only currency that saw less trend volatility 
was the Hong Kong dollar; 8% over a two- 
period is laughably small by emerging- 
market standards. 

So not only have Chinese exporters 
lived very comfortably with mild trend ap- 
preciation to date against the dollar, 
they’ve actually been gaining competitive- 
ness against their neighbors whose cur- 
rencies have been strengthening even 
faster. And to reiterate the point I made 
earlier, mainland producers are far more 
likely to pass costs along to consumers 
than any other Asian country. I don’t see 
any reason for strong caution here. 

On another front, a few prominent 
economists argue that China is giving up 
its “monetary anchor” by letting the cur- 
rency float—but as far as I can tell, the 
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country never really had one in the first 
place. The exchange rate plays a signifi- 
cant price-setting role in small, open trad- 
ing systems, but China is a very large, 
domestically driven economy with a much 
smaller traded sector than in other region- 
al neighbors. A currency peg certainly 
didn’t prevent the mainland from careen- 
ing between massive inflation and sharp 
deflation in the 1990s, and there’s no rea- 
son to expect that it would today. 

A final, more nuanced argument con- 
cerns speculative pressure, i.e., the view 
that China can’t move too fast or else inves- 
tors will start to see a “one-way bet” and 
flood the country with capital inflows. This 
is a valid point in theory, but in practice I’ve 
never seen evidence that single-digit rates 
of yuan have led to any sizeable capital 
movements. In fact, the main driver of 
“hot” portfolio flows to date has been asset- 
market returns. 

Expectations of a looming revaluation 
helped pull money into the country during 
2003-05, but the real draw was the Shang- 
hai property market, where the price of 
luxury flats was going up by 70% to 80% a 
year. By contrast, hot money flowed out of 
China in late 2005 and 2006, despite the 
fact that the yuan was strengthening at an 
8% year-on-year rate late last year. It 
wasn’t until the domestic stock market re- 
ally began to boom, with 10% to 20% 
monthly returns, that we finally saw port- 
folio flows coming in again over the past 
six months. 

Given the real transaction costs in- 
volved in evading capital controls and 
moving money in and out of the country, 
the authorities have little to fear from let- 
ting the yuan move at a 10% year-on-year 
pace in the near term. Will it happen? As 
of this writing, China is not quite there 
yet—but I believe the benefits of faster cur- 
rency adjustment will gradually and 
steadily make themselves apparent. Watch 
this space. ii 
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Final Curtain Call 
For Dhaka’s Divas? 


by Colum Murphy 





N THE DIMLY lit avenue 
that leads to Sheikh Ha- 
sina’s house in central 
Dhaka, my car passes 
through three armed bar- 
ricades manned by teams of rifle-bearing 
police officers. At the entrance to the home 
of the former prime minister of Bangla- 
desh, I go through yet another layer of se- 
curity checks, this time conducted by Ms. 
Hasina’s staffers. Nearby, a handful of men 
stand watching. Later I learn that at least 
one of them is from the country’s central 
intelligence agency, tasked with keeping 
close tabs on visitors. 

The intense security is indicative of 
wider political tensions in Bangladesh. 
Ms. Hasina ran the country between 1996 
and 2001 as the leader of the Awami 
League, (AL), one of two of Bangladesh’s 
leading political parties. She and her 
archrival—Khaleda Zia, the country’s most 
recent prime minister and leader of the 
Bangladesh Nationalist Party (@NP)—are at 
the center of a rapidly unfolding political 
drama that has the two women fighting to 
retain their positions of power. 

The previous parliamentary session, 





under the leadership of Ms. Khaleda, end- 
ed in October 2006. As stipulated under 
the country’s constitution, a caretaker 
government was appointed to ensure that 
fair and free elections took place, and to 
oversee a smooth transition of power from 
one elected government to the next. 

But little went smoothly in the follow- 
ing weeks and months. Ms. Hasina and the 
AL had been complaining bitterly that elec- 
tions, planned for Jan.22, would be biased 
in favor of the outgoing government. The 
AL announced it would boycott the elec- 
tions, and its supporters and allies took to 
the streets, blocking roadways and para- 
lyzing the nation. Clashes with political 
rivals ensued, resulting in the deaths of 
around 30 people. 


Enter the Army 


THE AL NEVER got the chance to carry out 
its boycott. On Jan. 11, 2007 the military 
intervened, declared a state of emergency 
and aborted the elections. It dismissed the 
old interim government and appointed a 
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Awami League supporters throw stones at followers of rival political 
party, Jamaat-e-Islami, during a clash in Dhaka on Oct. 28, 2006. 


new one made up of 10 advisers under the 
leadership of economist and former cen- 
tral banker Fakhruddin Ahmed. 

The new government says its goal is to 
bring honest and accountable governance 
to this country that for years has consis- 
tently ranked among the world’s most cor- 
rupt. Fresh elections have been promised 
by the end of 2008. But first, the interim 
government has launched a massive anti- 
graft campaign that spares few—including 
Ms. Hasina and Ms. Khaleda. “They are 
filing cases against me one after the other,” 
Ms. Hasina says, in a reference to the care- 
taker government. “All [charges] are 
false.” 

That will be for the courts to decide. 
But many trace Bangladesh’s woes to the 
two leading parties—specifically to its two 
leaders who are seen as autocratic, corrupt 
and champions of dynastic politics. “As 
long as the two leaders remain, there is no 
hope to reform politics,” says Mainul 
Hosein, the caretaker minister of law, jus- 
tice and information. “The bad apples have 
to go.” 

The fate of Ms. Hasina and Ms. Khaleda 
will unfold in the months to come, as they 
deal with charges against them in the 
courts and fight off challenges to their lead- 
ership, both inside and outside their par- 
ties. In the balance lies the stability of 
Bangladesh’s political parties and the pros- 
pects for democracy in this mainly Muslim 
country of 150 million people. 
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Down With Dynasties 


RECENTLY, REFORMISTS HAVE emerged 
within both the AL and BNP and are put- 
ting forward proposals to overhaul their 
parties. A driving force is the growing re- 
alization that the interim government is 
serious about its war on graft. In addition, 
politicians are beginning to understand 
that the public is increasingly fed up with 
the corruption, extortion and mismanage- 
ment of national affairs that have been the 
bane of people’s lives in Bangladesh for de- 
cades. At least in this respect, life under 
the current military-backed caretaker 
government has somewhat improved: One 
waiter at a restaurant in Dhaka voices a 
common sentiment: “I can now move 
around the town freely and not have to pay 
tolls [bribes].” For both the AL and the BNP, 
the message is simple—reform or suffer 
the consequences. And it’s one that is be- 
ing received loud and clear by some ele- 
ments in the parties. Significantly, the 
pro-reformers seem prepared to press 
ahead with their plans—with or without 
the support of their leaders, Ms. Hasina 
and Ms. Khaleda. 

What caused the friction between the 
main political parties that produced a situ- 
ation so dire it led to the military stepping 
in and calling a halt to democracy in Ban- 
gladesh? “Democracy had collapsed,” says 
interim government adviser Mr. Hosein. 
“People were being killed in broad day- 
light.” 

Whether this alone can justify the ar- 
my’s actions is debatable. However, what 
is true is that political tensions had erupt- 
ed into violence in Bangladesh toward the 
end of 2006 and the start of 2007. This 
bout of unrest followed on the heels of an 
assassination attempt on Ms. Hasina in 
August 2004. She survived, but more than 
20 of her supporters died. The AL accuses 
the BNP and its allies for this and other at- 
tacks. The BNP denies these claims. 
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The roots of the intense rivalry between 
Ms. Hasina, Ms. Khaleda and their parties 
lie much deeper. Ms. Hasina’s father was 
Sheikh Mujibur Rahman, the country’s 
first prime minister and commonly re- 
ferred to as “Father of the Nation.” He 
along with his wife and three sons were 
assassinated on Aug. 15, 1975. His two 
daughters, Sheikh Hasina and Sheikh Re- 
hana, who were traveling overseas at the 
time, were spared. Ms. Khaleda is the wid- 
ow of Gen. Ziaur Rahman, the former army 
chief who eventually replaced Mujib as the 
country’s leader, ruling until 1981 when he 
too was assassinated. 

Connected so directly and intricately 
to two of the country’s leading historical 
figures, the enmity springs from the in- 
tense competition over which man made 
the greater contribution to the nation of 
Bangladesh. Ms. Hasina insists that the 
feud is not personal, saying that any dis- 
pute between the two is based on ideol- 
ogy. But the reality is that it is hard to 
find distinct ideological differences be- 
tween the parties. The AL is more secular 
in nature and draws support from a 
broad base, including from ethnic and 
religious minorities. The BNP gets more 
support from religious, business and 
military groups. 


Life Without the Ladies? 


THE INTERIM GOVERNMENT’S anticorrup- 
tion drive to date has resulted in the deten- 
tion of more than 170 politicians. 
Prosecutors have filed extortion and mur- 
der charges against Ms. Hasina and Ms. 
Khaleda in connection to last year’s street 
protests. Ms. Khaleda’s son, Tarique Rah- 
man, is also up on graft charges. Mr. 
Hosein says that at one point it might have 
been possible for the two women to qui- 
etly leave the country undisturbed. But not 
any more. “That day has passed,” he says. 
A few days after our conversation in June, 


Ms. Hasina was prevented from leaving 
the country. 

Debapriya Bhattacharya, executive di- 
rector of Dhaka-based think tank, the 
Centre for Policy Dialogue, believes an im- 
portant step in the path to democracy is to 
punish corrupt politicians. “High profile 
arrests must end in convictions under due 
process,” he says. “This will send out a sig- 
nal that no one is above the law and that 
the rule of law has come to stay.” 

Yet one anticorruption drive, no matter 
how effective, will not be enough. Without 
real reform of the country’s political par- 
ties, lasting change will not be possible. 

“Political parties need to pursue inter- 
nal democratization and rethink their rela- 
tionship with their constituents as well as 
their responsibilities to the state and the 
electorate,” says Mr. Bhattacharya. “I hope 
they have the maturity and stamina to 
stand up and be counted.” 

If for nothing else other than self-pres- 
ervation, Bangladesh’s political parties 
need to reform. If they hope to get into 
power, and hold on to that power, then 
they will have to change. A basic require- 
ment is that they meet any regulations the 
interim government sets down in terms of 
election rules. But more importantly, the 
parties will have to make themselves more 
accountable and transparent to the voters, 
who according to some analysts are be- 
coming more impatient with, and alien- 
ated from, the two leading parties. 

Reformist elements in both the At and 
BNP are becoming increasingly vocal about 
what needs to be changed. Retired Lt. Gen. 
Mahbubur Rahman, a former army chief 
and a senior member of the Bnp, tells me 
why his party needs to reform. “The time 
is over for dynastic parties,” he says, fur- 
ther complaining that the BNP “is a sham- 
bles because of corruption and terrorism.” 
He claims Ms. Khaleda had become an 
“absolute despot” who is no longer fit to 
stay on as leader. “With her, positive 
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change is not possible,” he says. Retired Lt. 
Gen. Rahman’s believes that the key to re- 
form is greater democratization of internal 
party politics. People should rise through 
the ranks of the party based on meritoc- 
racy, he says, not based on fear or aneed to 
please an all-powerful party chairperson. 
He believes, this sentiment is shared, not 
only by other senior members of the BNP, 
but also by some members of the rival At. 

Tofail Ahmed is one such senior leader 
of the AL. While he is not as open in his 
criticism of his party leader, Ms. Hasina, 
for the most part, his sentiments echo 
those expressed by retired Lt. Gen. Raha- 
man. AL members want to see greater de- 
mocracy within the party, says Mr. Tofail, 
and that the party should not be centered 
on one man or one woman. “It must be 
based on ideology and it must be based on 
democracy,” he says. In addition, he calls 
for the bitter tension between the coun- 
try’s leading parties to end. “There should 
be some kind of national reconciliation 
along the lines of that which took place in 
South Africa,” he says. Yet it seems unlike- 
ly that the two parties will reconcile—at 
least not any time soon. (Shortly after call- 
ing for peace between the parties, Mr. To- 
fail was quick to criticize his rivals, saying 
the BNP had “ruined this country.”) 

But if the parties can individually initi- 
ate some internal reforms, then that in itself 
would be an achievement. Already there 
are indications that the reformists are mov- 
ing beyond rhetoric and taking steps to- 
ward developing charters for reform. In 
late June, Mr. Tofail and other senior AL 
members began to publicly discuss party- 
reform plans, which, among others, call for 
placing term limits on the position of party 
leader and imposing stricter conditions for 
would-be election candidates. Other points 
include the need for greater transparency 
in handling the party’s financial matters. A 
week earlier, reformist elements in the BNP 
revealed similar reorganization plans. 


Ms. Hasina and Ms. Khaleda appear to 
have been left out of this reform process. 
Ms. Hasina dismisses charges that her 
leadership is undemocratic, saying that 
her party has been reforming constantly 
since its inception. “There are 2,800 party 
councilors who elect the leaders,” she ex- 
plains, suggesting that disgruntled re- 
formists read the party’s constitution. The 
current ban on indoor politics, she says, 
makes any further discussion of reform 
difficult. (Ms. Khaleda, who is under vir- 
tual house arrest in Dhaka Cantonment, 
could not be reached for interview.) 


Mobilizing Force? 


WHILE, IN THE words of retired Lt. Gen. Ra- 
haman, “fish rot from the head,” it would 
be naive to believe that getting rid of the 
two leaders will be enough—or, for that 
matter, easy. Analysts point to the huge 
grass-root support both women enjoy. 
When Ms. Hasina was finally allowed to re- 
enter Bangladesh early this year after being 
denied entry by the interim government, 
throngs of her supporters lined the roads 
from the airport. Any heavy-handed at- 
tempt to remove the two women—either 
by their own party members, the courts, 
or the military-backed interim govern- 
ment—could see them defy the state of 
emergency and mobilize their supporters. 
This could lead to a possible showdown 
with the military, the outcome of which is 
anybody’s guess. 

Even if the parties do manage to suc- 
cessfully reform—a big “if” given the ex- 
tent of their corruption—that may not be 
enough to ensure that the new, “clean” 
politics of Bangladesh can be sustained. 
Mr. Bhattacharya believes that reform of 
the political parties must be followed up 
with broader reform of the democratic 
system. He says it is not just a question of 
getting the proper people in the proper 
places. Rather, the challenge is to get the 
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mechanisms, or the institutions of democ- 
racy, right. Achieving this will not be easy, 
as it entails rebuilding from scratch some 
of the key institutions of democracy in 
Bangladesh, including the judiciary, which 
many say is in need of reform. Already, 
some inroads have been made by the in- 
terim government in the form of a restruc- 
tured Election Commission and 
Anticorruption Agency, but much remains 
to be done. 


The Consequences of Failure 


THERE ARE MANY dangers inherent in the 
present state of political turmoil. For one, 
the country’s economy could suffer. Though 
still one of Asia’s poorest countries, Bangla- 
desh’s economy was booming in the years 
before the coup. Annual per capita GDP on 
a purchasing-power-parity basis is around 
$2,300 ($1,500 less than in India). Accord- 
ing to data from the Asian Development 
Bank, Gpp growth for fiscal years 2003-06 
(fiscal year ends June 30) averaged around 
a healthy 6% per annum. Prolonged politi- 
cal uncertainty could jeopardize this. 

The political risks are of even greater 
concern. If reform fails and major splits 
occur within the AL or the snp, the result 
could be a return to the politically hostile 
and violent environment that preceded the 
military intervention. The question then 
is who would step in to fill the vacuum? 

One of the biggest unknowns is the role 
the military would play. For now, the army 
has managed to present itself as a kind of 
“savior” of the people—stepping in to res- 
cue the nation from the infighting of the 
two main parties. For the many people I 
spoke to who see the army in this light, an 
expanded military role is improbable. By 
way of explanation they point to the large 
number of Bangladeshi military and police 
officers (around 10,000 in May 2007) that 
serve overseas as part of United Nations 
and other peacekeeping operations. Army 
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officers, they say, would be reluctant to give 
up such lucrative work and return home to 
help enforce greater military control. 

Not everyone agrees. Those who take a 
longer view on history recall that the army 
ruled the country for 15 years from 1975- 
90—a period that was hardly corruption 
free. They point to the fact that the mili- 
tary is de facto pulling the strings of gov- 
ernment already, and say it is too soon to 
rule out the possibility of a bigger role for 
the army. 

Other possibilities include the emer- 
gence of other existing or new parties to fill 
the gap. There could be an increase in sup- 
port for Islamist parties, such as Jamaat-e- 
Islami Bangladesh (31). While it garnered 
only 4.3% of the vote in the election of 2001, 
securing 17 seats in the 300-seat parlia- 
ment, it enjoyed considerable influence in 
the last government thanks to its alliance 
with the governing BNP. But for now, the 
possibility of a stronger Ji seems far off. 
Similarly, any expanded role for the coun- 
try’s third largest party, the Jatiya Party 
seems unlikely. Until recently, the party 
was headed by former military dictator 
Hussain Mohammed Ershad. But in what 
is seen as a push by reformist elements 
within that party, Mr. Ershad resigned as 
party chief of the party on June 30. Buzz 
about a political party forming under the 
leadership of Nobel laureate, Muhammad 
Yunus, has all but died down in recent 
months, while talk persists of a new party 
forming under the leadership of Kamal 
Hossain, one of the main authors of the 
country’s constitution. 

Whether Bangladesh can make it 
through this period of political turmoil de- 
pends on the actions of the main actors— 
the interim government, the army and the 
political parties—in the months ahead. Of 
more immediate concern is how the issue 
of reform within the AL and BNP plays out, 
and the role—if any—for their embattled 
leaders, Ms. Hasina and Ms. Khaleda. (© 
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Seeking a Sense 
Of Japan’s War Past 


by Joe Malchow 





N THE SUMMER 0f 1993, the 
Japanese chief cabinet sec- 
retary made an important 
admission: “There were a 
great number of comfort 
women.” He further promised, “We shall 
face squarely the historical facts ... instead 
of evading them, and take them to heart as 
lessons of history.” Eight years later, an- 
other voice addressed itself, with the same 
softness, to those beset women. In a letter, 
then Prime Minister Junichiro Koizumi 
offered his “most sincere apologies and re- 
morse to all ... who underwent immeasur- 
able and painful experiences and suffered 
incurable physical and psychological 
wounds as comfort women.” 

Now, in shirtsleeves and shoeless, Mi- 
chael Makoto Honda—66 years old, with 
gray hair that belies the boyish air about 
him-—sits in his office on Capitol Hill, con- 
templating a Japan in partial retreat from 
its earlier contrition over the so-called com- 
fort women, or ianfu, who were made to act 
as public prostitutes for Japanese soldiers 
during the country’s imperial period. “Why 
would the government not want to teach 
children who they are,” he asks, referring 





to state-published school textbooks first ad- 
opted in 2005 by the City of Otawara, Toch- 
igi Prefecture, textbooks that whitewash 
the cruelest zealotries of Japan’s imperial 
army. “A good parent acknowledges his 
mistakes and tells his children, ‘Do better 
than I did.” 

From an unprepossessing series of 
rooms on the seventh floor of the Long- 
worth House Office Building in Washing- 
ton, D.C., Representative Honda,a Democrat 
from California, has summoned and sus- 
tained a crusade of sorts. His aim is to pre- 
serve those apologies—and the dignity of 
several hundred surviving comfort wom- 
en—in the face of rising revisionist senti- 
ment in Japan. The clock high on his wall, 
old and bulky, displays the time and waits— 
as these clocks do in each congressman’s 
office—until the loud buzzer within is trig- 
gered, announcing the crusade’s next skir- 
mish. For Rep. Honda, that’s the vote of the 
House Committee on Foreign Affairs, 
which is deciding whether or not to send 
House Resolution 121, called the comfort- 
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women resolution, to Congress. Rep. Honda 
drafted the document and has been its 
steward for a half year. He is now joined by 
at least 149 other congressmen—more than 
a third of the House—who have signed on 
as co-sponsors. His advisors say they are 
confident of the bill’s passage. 

Rep. Honda hopes H. Res. 121 will pres- 
sure the Japanese political class to “for- 
mally acknowledge, apologize, and accept 
historical responsibility” for the “Impe- 
rial Armed Force’s coercion of young wom- 
en into sexual slavery” before and during 
World War II. According to most esti- 
mates, 200,000 girls and women—from 
Korea and China predominantly, but also 
from elsewhere in Asia and Europe—were 
coerced by the Japanese military into sat- 
ing soldiers’ sexual desires in official 
brothels called comfort stations. 

For those well versed in the contempo- 
rary fashion of international politics, 
where posturing is routine and cheap, the 
resolution is on the whole noncontrover- 
sial. “It is a nonbinding resolution,” the 
congressman explains, “where one politi- 
cal body tells another country, ‘This is our 
sense.” Far from a demand, the resolution 
only suggests that the Japanese govern- 
ment repent for what historians agree was 
a well-ordered and deliberate regime of 
exploitation. 

Yet the comfort-women resolution has 
resulted in no small amount of pushback 
from the Japanese government and from 
political, academic and cultural national- 
ists who claim that the mass cooptation of 
girls and women into state-mandated 
brothels simply never occurred. A group of 
them struck back by taking out an adver- 
tisement in the June 14 Washington Post. 

The full page ad was emblazoned with 
the headline “The Facts,” and asserted 
that “no historical document has ever been 
found by historians or research organiza- 
tions that positively demonstrates that 
women were forced against their will into 


prostitution by the Japanese army.” It crit- 
icizes H. Res. 121 for being “mostly based 
on testimony by former ianfu.” 

“I didn’t know about the ad before- 
hand,” Rep. Honda tells me. “It was 
brought to me. I read it and thought, ‘O.K. 
This is America. They have every right to 
buy a space in the paper. They spent good 
money to put their information there’”— 
the word “information” emerges hesitant- 
ly—“I guess they hoped to mold public 
opinion. I’m not sure how much return on 
their investment they got.” 

The 63 revisionists who acceded to the 
advertisement may, in fact, be in the red 
on their investment. Coupled with Prime 
Minister Shinzo Abe’s insistence on March 
i that “there is no evidence to prove there 
was coercion,” the advertisement galva- 
nized support for the bill by telegraphing 
more effectively than Rep. Honda ever 
could a picture of Japan in denial. 

The advertisement may have criticized 
the reliability of their testimony, but Con- 
gressman Honda brought comfort women 
to testify to Congress because he knows 
the value of personal experience. At a very 
young age, he and his parents were trans- 
ferred to an internment camp in the period 
following the attack on Pearl Harbor: 

Growing up as a youngster,” he tells 
me, “I was fighting all the time because 
people called me names, and I didn’t re- 
ally understand why. But then over time, I 
came to understand what it means to be an 
Asian. My father said that because Iama 
Japanese American, I need to perform at 
110% in order to be accepted. When I got 
to college, I discovered why I had been 
feeling so out of it—no one taught us about 
our history. No one told us about camps; 
our people didn’t even talk about it be- 
cause it was so bone biting.” 

Itisn’t that ordinary Japanese refuse to 
acknowledge their history. Rep. Honda 
says, more than once, that the Japanese 
are at their core a “compassionate” people. 
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At risk is whether a nationalist elite con- 
tinues to hold Japan in such thrall that 
past atrocities are forgotten, just as a push 
to expand the country’s military begins to 
gain ground. Prime Minister Abe, the so- 
called textbook reformers and others are 
not only, peculiarly, deniers of the com- 
fort-women regime, but broadly, derma- 
tologists keen on cleansing Japan of every 
past blemish. 

Japanese, Rep. Honda claims, are large- 
ly cognizant of the com- 
fort-women regime but 
are unsure of howto , 
contend withthe igno- Z 
miny. This has created 
an opening for power- 
ful politicos in Japan— 
anopeningheistrying 7% 
to fill first. The trouble 4 
is the gentle Japanese 
mien. They’re not even 
sure they want to 
dredge up the comfort- 
women affair. 

Internecine strug- 
gles of this sort are fa- 
miliar territory for 
Rep. Honda, who lobbied 
Washington for an apology for the intern- 
ment of Americans of Asian descent. “It 
was in the late ’70s that we had to argue 
among ourselves. We had to convince our- 
selves that this was the right thing to do. 
It took us two years. We said, ‘Why do you 
want to do this? This is something in the 
past. Why do you want to wake up sleep- 
ing dogs? Let the water pass under the 
bridge.” 

Ultimately, though, Rep. Honda was 
convinced that a formal apology from the 
United States government would be—this 
is his watchword—healthy. President Ron- 
ald Reagan signed an “apology and com- 
pensation” act in 1988. “It’s important that 
we acknowledge our past in its most raw 
form; no equivocations and no ambigui- 
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ties. We did it, we know why we did it, and 
we need to be determined not to repeat it 
again.” 

And, he adds, we need to convey the full 
truth to new generations. Rep. Honda, a 
science teacher by trade, always returns to 
education, to parenting and teaching. He 
has two children, aged 31 and 34. Folding 
his arms and leaning back, he recalls one 
of his lectures. “I say: ‘I’m not perfect. I’m 
doing my best. Your job is to do better.” 


ae This, Rep. Honda says, has 


been his fatherly refrain 
since his kids first be- 
gan to understand hy- 
pocrisy—and to eagerly 
point it out in their par- 
ents. 

“Children are the 
most honest when it 
comes to pointing out 
contradictions,” he says 
archly, intimating his 

4, own. Of course, that is 
/ not to say the Japanese 
are children. “They’re 
a democratic people. 
They’re compassionate, 
they’re educated, they’re 
open minded. But all countries need good 
information ... not myths.” “Absent that,” 
he says with a suddenly sunken aspect, a 
nation “might do it again.” 

I wondered if perhaps there wasn’t a 
contradiction in America asking for a Japa- 
nese apology. I suggest to the congressman 
another way of looking at the situation. At 
the 1995 meeting of the American Society 
of Newspaper Editors, then President Bill 
Clinton was asked whether Japan was owed 
an apology for the use of atomic weapons 
over the cities of Hiroshima and Nagasaki 
at the close of World War II. “No,” Clinton 
responded, adding that former President 
Harry Truman, who ordered the strike, had 


made the right decision “based on the facts 
he had before him.” 
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There are painful issues here. Reconciliation heals 
people over time—it brings understanding. 


Just a year earlier, curators at the feder- 
ally funded Smithsonian Institution pro- 
posed an Enola Gay exhibit called 
“Crossroads.” It was to present, refurbished 
and gleaming, the plane that dropped the 
atomic bomb on Hiroshima. The exhibit 
was also going to explain the historical con- 
text of the first offensive detonation of a 
nuclear weapon. 

American veterans, though, took issue 
with the particular context the Institution 
planned to provide. Rather than hail the 
bombing as a quick end to a bloody war, the 
museum wanted to focus on the suffering 
of the citizens of Hiroshima and Nagasaki, 
questioning whether dropping the bomb 
was the right idea. Americans mobilized to 
have the exhibit changed, asserting that its 
“apologist” focus was an affront, a wring- 
ing of the hands over something that, at the 
time, seemed quite necessary and in their 
estimation saved many American lives. 

The U.S. Senate quickly acted on the 
veterans’ concerns, passing without con- 
test a resolution declaring “the sense of 
the Senate that any exhibit...should reflect 
appropriate sensitivity toward the men 
and women who faithfully and selflessly 
served the United States during World 
War II and should avoid impugning the 
memory of those who gave their lives for 
freedom.” The museum acquiesced and 
changed the content of its exhibit. 

Rep. Honda listens intently. He nods as 
I finish. “On a human level, I understand... 
But does that mean we should not explore? 
You know, there are painful issues here. 
Reconciliation heals people over time—it 
brings understanding.” I ask if he recog- 
nizes, then, that a resolution like his own 
might put living Japanese veterans ina 
difficult spot. Perhaps it would even shame 
them. “No, I don’t think they’re ashamed,” 
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he replies. “I just think they have a certain 
opinion that’s based on their personal 
lives.” But “if you gave [American veter- 
ans| more information [they’d see that] 
there were other choices, other places you 
could have dropped the bomb...Maybe 
there was diplomatic outreach to end the 
war and we didn’t pay attention to it?” 

So what would satisfy Rep. Honda, I 
ask. If Prime Minister Abe and his cabinet 
pledged fealty to Secretary Kono’s 1993 
apology, would that be enough? “Enough 
means, to me, a government action that re- 
flects government policy that impacts the 
view and teaching of history. So far, all of 
their apologies don’t seem to be impacting 
the Ministry of Education.” And that 
means that history’s censors still have a 
chance. Which means that Mike Honda is 
going to keep fighting. 

That sweetly corroded clock alarms, 
and lights dotting the circumference now 
glow. Nearly time to vote. “Well, I don’t 
know when an apology ever hurt anyone. 
It has only strengthened relationships.” 
Some who oppose his resolution, including 
U.S. Secretary of State Condoleezza Rice, 
seem to disagree. “They don’t have much 
faith in the relationship,” he explains. And 
then, with a guffaw, “Either that or they’re 
just trying to make Prime Minister Abe 
feel better.” 

The day after my meeting with Rep. 
Honda, the news is released that, on a 39 
to 2 vote, the Committee on Foreign Af- 
fairs passed the comfort-women resolu- 
tion, allowing it to be voted on by the full 
House of Representatives. In an email, he 
says he is confident H. Res. 121 will pass 
“by a wide margin.” Representatives of 
the Japanese government made no com- 
ment. But the news was comforting to 
some, at least. ae | 
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Mixed Omens 


On Japan’s Recovery 


by Richard Katz 





APANESE PRIME MINISTER 
Shinzo Abe has staked his 
job on asimple proposition: 
the economy is in such good 
shape that he can ignore 
economic issues. Instead, he has focused on 
introducing a more patriotic curriculum in 
schools and revising the constitution to al- 
low collective self-defense. 

We'll soon know whether Mr. Abe has 
gambled correctly. On July 29, Japan will 
hold elections for the upper house of the 
Diet. Mr. Abe’s ruling Liberal Democratic 
Party faces an uphill battle. As of late June, 
Mr. Abe’s poll ratings had plunged to their 
lowest point since he took office, and the 
LDP is widely forecasted to lose. The Lpp’s 
main hope for squeaking by is the inept- 
ness of the opposition Democratic Party of 
Japan. Even if the Lop loses, it will stay in 
power since it dominates the lower house, 
which names the prime minister and cab- 
inet. Depending on the margin of defeat, 
Mr. Abe would face tremendous pressure 
to step down. 

Regardless of Mr. Abe’s fate, the voters 
are sending a clear message: “It’s still the 
economy, stupid!” When the Nikkei Shim- 
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bun, a Japanese financial daily, asked voters 
to list the most important election issues, 
56% named pension and welfare problems. 
Another 30% cited the power of money in 
influencing government policy. Coming in 
a lame seventh was Mr. Abe’s pet issue of 
revision of the constitution. 

At first blush, one can understand why 
Mr. Abe has felt no need for new economic 
initiatives. The economy has grown at an 
annual rate of 2.2% for five years, and most 
forecasters project growth close to this 
pace through at least 2008. This growth 
has produced a surge in tax revenue, post- 
poning pressure for unpopular tax hikes to 
bring down Japan’s huge budget deficits. 

Some analysts argue that the economy 
is enjoying not just a cyclical rebound, but 
improvement in long-term fundamentals. 
Nonperforming loans at the biggest banks 
have plunged to only 1.8% of total loans in 
March 2006, down from 8.4% in March 
2002. Return-on-assets at the 5,000 biggest 
firms now stands at 4.7%, up from a 3.3% 
average during the “lost decade” of 1991- 
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2002. Since 2002, labor productivity—the 
sine qua non for improving living stan- 
dards—has been growing at 2% a year, up 
from 1.5% during the lost decade. 

There are two problems with this bull- 
ish viewpoint. First, improvement in the 
numbers has not translated into substantial 
improvement in the lives of ordinary peo- 
ple. Secondly, there is less than meets the 
eye in some of the fundamentals. 

Both the resolution of the NPL crisis, 
which was indispensable to recovery, and 
the improvement in corporate profitability 
have been financed by a huge covert trans- 
fer of income from ordinary households to 
banks and corporations. The Bank of Ja- 
pan’s zero overnight interest-rate policy 
meant that, during most of this recovery, 
the proverbial Mrs. Watanabe could plunk 
down $80,000 for a two-year bank deposit 
and receive interest of no more than $26 a 
year. These days, she can get a still-meager 
$260. For the elderly who rely on interest 
receipts to help meet day-to-day expenses, 
the cut in income has really hurt. For the 
banks, however, not having to pay their de- 
positors allowed them to be lenient toward 
their borrowers. Up until a year ago, nearly 
15% of all loans charged less than 0.5% in- 
terest. Even today, 17% of all loans charge 
less than 1% interest. 

Like interest income, wage income has 
also been hit. During the first five months 
of 2007, real (price-adjusted) wages were 
0.7% below the same period of 2006 and 
2.7% below the level of 2001. Firms are 
steadily replacing full-time regular employ- 
ees with part-timers and temporary work- 
ers who get lower pay. Part-timers and 
temps have soared to almost one-third of 
the workforce in the past decade. Stagnant 
income has resulted in sluggish consumer 
spending, but, with exports picking up the 
slack, leading firms have been satisfied with 
the outcome. Indeed, one of Mr. Abe’s chief 
advisers, Fujio Mitarai, the chief executive 
officer of Canon and the head of the chief 


business federation, Nippon Keidanren, has 
called for continuing wage austerity. 

With wage and interest income so sup- 
pressed, Japan’s households have depended 
on the government. During the last decade 
through 2005 (latest data available), the 
only source of increase in real per capita 
disposable income has been temporary tax 
cuts and transfer payments such as social 
security. Now, that is being reversed. Tem- 
porary tax cuts instituted in 1999 have been 
rescinded. Premiums for social security 
and health plans have been raised while 
benefits have been cut; more of the same is 
on the way. 

If Japan’s economic fundamentals were 
improving as much as advertised, time 
would overcome the problems of household 
income. However, there are reasons to won- 
der. Consider those corporate ROA numbers. 
That the data is inflated by wage cuts is only 
part of the problem. An ROA of 4.7% is not 
only below the 5.4% average of the 1980s, 
but only about half the level of U.S. firms. 
Moreover, the rebound is limited to big 
firms, For the rest of corporate Japan, ROA 
still lags at 3.6%, somewhat above the 3.1% 
pace during the lost decade, but far below 
the 5.1% average of the 1980s. 

How about productivity growth? Pro- 
ductivity is a highly cyclical measure. Dur- 
ing slumps, output usually falls more than 
working hours, and productivity growth 
appears to plunge. As demand recovers, 
firms put underutilized staff to work and 
productivity appears to surge. Accounting 
for this cyclical factor, there is no clear evi- 
dence that trend productivity growth has 
accelerated in recent years beyond its post- 
1991 average of about 1.6%. 

And yet a productivity revolution is vital 
to Japan’s future living standards and its 
economic standing in the world. In the next 
20 years, Japan’s working-age population 
will shrink 16%. The only source of GDP 
growth will be increased output per work- 
er. In fact, since the working-age popula- 
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tion will drop 0.9% faster per year than the 
total population between now and 2025, 
the first 0.9% in annual labor productivity 
growth will be absorbed in just preventing 
per capita GDP from falling. Worse yet, in 
the same period, the number of aged will 
increase by 10 million. Since older people 
cost more—due to health care and other 
costs—even if per capita GDP re- 

mains the same, real living 
standards will fall. 

All of this will put a 
strain on politics. Under 
Japanese law, the Diet must 
set old-age premiums and 
benefits to keep the system 
solvent for 50 years. In 
2004, the Diet cut bene- 
fits and raised premi- 
ums, but the latest 
fertility projections 
have already made 
that plan obsolete. 
Without sustained ac- 
celeration in productiv- 
ity growth, Tokyo cannot 
indefinitely delay a hike in 
consumption tax. The LDP 
hopes this chicken won’t come home to 
roost until after the next Lower House elec- 
tions, which must be held no later than 
2009. Mr. Abe has pledged to raise produc- 
tivity growth from 1.6% to 2.4%, but he has 
provided no route to achieving this goal. 


The Missing Ingredient 


WHAT, THEN, ARE the odds of Japan enjoy- 
ing a productivity revolution? Information 
technology is not enough. Like the U.S., Ja- 
pan has also invested a lot in IT, but it has 
failed to get the same bang for its buck. At 
least one key ingredient missing in Japan is 
“corporate re-engineering,” including a big 
corporate shake-up. In the U.S., big diversi- 
fied conglomerates like General Electric 
stripped down to a few activities that they 
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did well. Meanwhile, in a host of sectors 
subject to fiercer competition, new firms 
with new ideas replaced older, more ossi- 
fied companies. Consequently, the majority 
of America’s leap forward came, not from 
“new economy”—which, incidentally, is a 
misnomer— but from traditional sectors 
like banking, retail and rust-belt manufac- 
turing. Similarly, in Japan, revival will re- 
quire institutional upheaval in the 
\ domestic sectors that lag so badly 
behind global benchmarks. 

Is the institutional shake- 
up that heralds a productiv- 
ity revolution visible in 
Japan? Yes and no. Much of 
what has been called “cor- 
porate restructuring” over 
the past several years is re- 
ally just cost-cutting. Nor is 
it much easier for new firms 
to enter an industry and 
challenge longstanding 
leaders. Undeniably, 
there are tons of changes. 
Every day, events now take place 
that were rare five years ago and virtu- 
ally inconceivable 10 years ago. Com- 
pared to the past, action is rapid. But is it 
fast and big enough to offset the demo- 
graphic crunch? That is harder to assess. 
What is clear, however, is that in Japan as 
elsewhere, the pace and magnitude of cor- 
porate restructuring hinges on the finan- 
cial, regulatory and competitive 
environment shaped by government poli- 
cy. Consider the following: 

æ Prosecuting corporate fraud: One of 
the biggest, albeit arcane, drivers for 
change is reform in accounting rules and 
enforcement. As long as firms could hide 
money-losing operations in far-flung sub- 
sidiaries, they could cover up losses. The 
onset of consolidated accounting and more 
rigorous enforcement has made it harder 
to hide dirty laundry. 

Like so much in Japan, this is a “good 
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A productivity revolution is vital to Japan’s future 


living standards and economic standing in the world. 





news, bad news” story. On the one hand, 
enforcement has clearly increased. In 
2006, the Financial Services Agency took 
163 administrative disciplinary actions 
against financial institutions, up 50% from 
2005. In one spectacular instance, the FSA 
shut down for two months Japan’s third 
largest accounting firm, Misuzo (the new 
name for ChuoAoyama PriceWaterhouse), 
because of its complicity in accounting 
fraud at cosmetic maker Kanebo. Chuo- 
Aoyama, which was also the accountant 
for other giant malefactors, including Nik- 
ko Cordial and urs Bank, never recovered 
and ended up liquidating itself this year. 
Kanebo, Nikko Cordial and urs all lost 
their independent existence. 

In 2008, Japan will implement its ver- 
sion of Sarbanes-Oxley: the Financial In- 
struments and Exchange Law, informally 
known as “J-sox” Jiapan-sox). Once it is 
in place, executives who fraudulently pad 
profits risk five years in jail and a fine of 
five million yen (around $41,000). The tar- 
gets are not just corporate mavericks but 
also some old-line firms. In February, the 
Securities and Exchange Surveillance 
Commission (SESC) began investigating 
possible accounting fraud at Sanyo Elec- 
tric, a major consumer-electronics firm 
that has suffered several years of net loss- 
es and then allegedly cooked its books in 
hopes of riding out the storm. Sanyo’s au- 
ditor was—you guessed it~ChuoAoyama. 

The bad news is that Japan’s political 
leaders have not yet given supervisors 
enough resources. Compared to the Amer- 
ican Securities and Exchange Commission, 
the sxsc staff is only 17% as large and its 
budget 5% as large. 

æ Buyout funds: In a spectacular deal 
that made the front pages, All Nippon Air- 
ways sold its 13 hotels to Morgan Stanley 
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for the huge sum of 280 billion yen (around 
$2.3 billion). Although ana is profitable, 
unlike its foundering rival Japan Airlines, 
it still felt it could do even better by shed- 
ding the hotels, which have had a lackluster 
financial performance. This was not a fire 
sale by a company in distress, but a strategic 
chess move by a healthy company. That’s 
exactly what Japan needs. 

In 2007, buyout funds and other inves- 
tors are reportedly raising about four tril- 
lion yen (around $32 billion) in capital to 
buy Japanese firms or their divisions, or to 
finance management buyouts. That’s up 
240% from 2005. 

But there are a couple flies in the oint- 
ment. While some deals produce genuine 
improvements, others make money mostly 
via financial machinations and, as seen in 
the U.S. leveraged buyout wave of thel980s, 
these can leave the firm with unsupport- 
able debt loads. A second concern is wheth- 
er this is this yet another case of too much 
money chasing too few deals. How many 
healthy companies will follow ANA in sell- 
ing noncore operating divisions? 

* Foreign direct investment: In most 
countries enjoying successful reform, for- 
eign direct investment has been part of the 
recipe. In Japan, FDI still lags. The total val- 
ue of all existing FDI hit 2.4% of app in 2005. 
That’s double the level of 2000, but far be- 
low the 13% level in the U.S. or Germany’s 
25%. Mr. Abe vows to double or triple FDI 
in another five years. So why has his admin- 
istration hindered a measure that would 
help boost FDI: crossborder stock-for-stock 
swaps for mergers and acquisitions? 

In 2006, 95% of all FDI into Japan in- 
volved M&A rather than building new fa- 
cilities from the ground up. Across the 
developed world, one popular means of ac- 
quisition is stock-for-stock swaps. Instead 
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of cash, the buyer pays with its own stock. 
Until now, Japan has penalized crossborder 
stock swaps by imposing a capital gains tax 
at the moment of acquisition rather than 
when the shareholder eventually sells his 
shares. Tokyo agreed to end this tax pen- 
alty but only if firms used a very cumber- 
some procedure called “triangular 
mergers,” where the foreign firm sets up a 
Japanese subsidiary and it is the latter that 
merges with the Japanese firm. 

Unfortunately, the powerful Keidanren 
business federation strongly opposed stock 
swaps, ostensibly because they would un- 
leash a wave of hostile foreign takeovers. In 
fact, the rules require a friendly takeover in 
that both the target’s board of directors and 
two-thirds of the shareholders (by value of 
shares) must approve the deal. 

Keidanren proposed a number of tacks 
in the road. For example, to gain tax defer- 
ral, the foreign buyer would have to show 
a true business synergy, not between itself 
and the Japanese target, but between its 
Japanese subsidiary and the Japanese 
firm. In most cases, it is only the global 
synergy that makes the deal worthwhile. 

Not all business leaders agreed with 
Keidanren. In 2005, Keizai Doyukai, a 
group of progressive-minded CEOs, pro- 
posed a long-term goal of raising FDI to 10% 
of GDP and opposed Keidanren’s tax pro- 
posals. Moreover, Mr. Abe’s chief of staff 
Yasuhisa Shiozaki struggled mightily 
against Keidanren, as did a number of in- 
ternationalists within the Ministry of 
Economy, Trade and Industry. But at the 
end of the day, the “domestics” within METI 
and the Finance Ministry mostly sided with 
Keidanren. 

æ Competitiveness: There is no com- 
petitiveness without competition. Unfor- 
tunately, on this front, Japan is “advancing 
to the rear.” Up until now, Japan’s Fair 
Trade Commission (JFTC) approved merg- 
ers virtually automatically as long as the 
combined firm’s market share did not ex- 
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ceed 35%. METI recently succeeded in 
pushing arule change so that mergers will 
sail through even if the new firm has a 
market share as high as 50%. 

METI claims that Japan’s firms need 
economies of scale to compete in a global 
market, and that, in a “borderless world,” 
what is most important is a firm’s share of 
the global market. The argument is false. 
Japan’s strongest exporting industries are 
those facing fierce competition at home. 
Moreover, only in a few business sectors 
are imports a high share of consumption. 
That makes the global market irrelevant in 
measuring monopolistic power. 

In the U.S., hostile takeovers are legal, 
safe and rare. They should be so in Japan 
as well—it doesn’t take many of them to 
give night sweats to incompetent CEOs. Al- 
though hostile takeovers are legal in Ja- 
pan, not a single one has yet succeeded, 
mainly because too many “stable share- 
holders”—usually a firm’s banks, insurers, 
suppliers and customers—refuse to sell at 
almost any price. Most efforts have been 
launched either by foreign entities, such as 
Steel Partners, or by Japanese mavericks, 
like the Murakami Fund. 

Opinions began to change last year when 
establishment firm Oji Paper tried to take 
over a competitor. Even though Oji failed, it 
gave the cause legitimacy. This year, every 
month brings news of more battles. So far, 
the incumbents have mostly succeeded in 
defeating the rebels. Nonetheless, the fact 
that foreign investors now own 28% of all 
shares has changed the balance of power. 
Eventually, a hostile takeover will succeed 
and then the dam could burst. 

In Japan, change is bursting out all 
over. Some changes are good, other are 
not. As for the good changes, the real issue 
is whether the pace and magnitude is suf- 
ficient to launch the productivity revolu- 
tion Japan so desperately needs. One day, 
this will be the case. Is that day near? The 
jury is still out. @ 
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Beijing’s Headache 
Over Kim Jong Il 


by Andrew Scobell 


PONG Of 


N MID-2007 THE news out 
of Pyongyang seems hope- 
ful. The Banco Delta Asia 
dispute has been resolved. 
The accounts have been 
“unfrozen” and the funds have been re- 
leased to North Korea. The United States’ 
Assistant Secretary of State for East Asia 
and Pacific Affairs Chris Hill made his 
first trip to Pyongyang in late June. The 
U.S. diplomat said he had had “good” dis- 
cussions, and North Korea announced that 
it was prepared to close down the Yong- 
byon nuclear facility, re-engage with the 
International Atomic Energy Agency, and 
resume participation in the Six Party Talks 
in Beijing later this summer. 

But before getting overly optimistic, it 
is worth recalling that the Democratic Peo- 
ple’s Republic of Korea—more commonly 
known as North Korea—is prone to raising 
expectations and then promptly dashing 
them. Indeed, for the past two years, 
Pyongyang has taken the world on an emo- 
tional rollercoaster ride. There have been 
some highs in the process: two landmark 
agreements in the Six Party Talks, the first, 
in September of 2005, a “joint statement of 





principles” and the second, in February of 
2007, an agreement for “initial implemen- 
tation of the joint statement.” Sandwiched 
in between have been some real low points: 
a seven-missile salvo in July 2006 and an 
underground nuclear test three months 
later. The significance of each event cannot 
be overstated—the former constituted the 
largest number of missiles Pyongyang has 
ever launched at one time, while the latter 
shattered any remaining doubts the world 
might have about North Korea’s status as a 
nuclear power. 

It is no exaggeration to say that Bei- 
jing’s role in the Six Party Talks has been 
pivotal. China instigated the multilateral 
dialogue in August 2003 and brought five 
other countries to the table. Beijing has 
also hosted six rounds of talks and worked 
extremely hard in a mediating role to keep 
the discussions going, and when they sput- 
tered, revived them. Moreover, China has 
also cajoled and convinced the five other 
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parties to sign off on the two aforemen- 
tioned agreements. 

Why has Beijing played such an active 
and central role in addressing the protract- 
ed North Korean nuclear crisis? What is 
driving China’s actions and what does 
Beijing hope to achieve? What are China’s 
policy preferences and priorities? The 
D.P.R.K. has presented the People’s Repub- 
lic of China with a challenge at its doorstep 
for more than half a century. 

In the first decade of the 21st century, 
Pyongyang arguably poses a greater di- 
lemma to Beijing than perhaps at any oth- 
er time since the end of major combat 
operations on the Korean Peninsula in 
mid-1953. Kim Il Sung’s fateful decision to 
launch an attack across the 38th Parallel 
in June 1950 prompted U.S. military inter- 
vention both on the Korean Peninsula and 
in the Taiwan Strait. As a result, Beijing’s 
invasion plans for Taiwan were put on in- 
definite hold. 

Today, the Korean War remains unre- 
solved, Korea remains divided, and a bru- 
tal hypermilitarized dictatorship presides 
over a mournful, malnourished populace 
and a broken economy. The D.P.R.K., 
which has a documented history of dog- 
gedly pursuing weapons of mass destruc- 
tion capabilities and a thriving ballistic 
missile program, engages in brinkmanship 
to coerce or blackmail other countries into 
providing it with aid and assistance. 
Pyongyang can threaten to destabilize 
Northeast Asia either by appearing to be 
on its last legs (playing the “collapse card”) 
or by preparing to lash out (playing the 
“cataclysm card”). Beijing fears both. 


What Does China Want? 


BEIJING’S OVERRIDING AND paramount 
priority as far as North Korea and the Ko- 
rean Peninsula is concerned is the main- 
tenance of peace and stability. China’s 
greatest fear is that instability or conflict 


would spill over across the Yalu River. At 
the very least, increasing peninsular ten- 
sions threatens to affect adversely eco- 
nomic growth and prosperity in China. A 
top concern for China is alarm over the 
flood of refugees, possibly numbering in 
the millions, that could pour into China in 
the event of chaos or upheaval in North 
Korea. While Chinese authorities have 
managed to cope with the refugees to date, 
Beijing is fearful that its northeastern 
provinces which abut North Korea might 
be overwhelmed and that the exodus 
would trigger serious instability within 
China itself. 

Beijing has demonstrated its willing- 
ness to go to great lengths in ensuring that 
trouble is averted on its periphery. As far 
as the Korean Peninsula is concerned, 
managing the nuclear issue and reining in 
the major powers of Northeast Asia seem 
to be the short term remedy. China recog- 
nizes that the nuclear issue almost cer- 
tainly cannot be resolved—at least in the 
immediate future. Beijing thereby took an 
unprecedented diplomatic initiative in 
early 2003 by launching what evolved into 
the Six Party Talks. The talks have become 
an invaluable mechanism for managing re- 
gional tensions surrounding North Korea. 
By simply not allowing the talks to col- 
lapse and preventing any party from per- 
manently walking out on the multilateral 
forum, China believes its diplomatic gam- 
bit has proved remarkably successful thus 
far. Even greater success would be gauged 
on the basis of whether the North Korea 
talks would morph into some kind of mul- 
tilateral security mechanism for North- 
east Asia. Chinese analysts are very 
interested in this possibility. 

In the eyes of Chinese leaders, North 
Korea constitutes a major headache and 
chronic concern. Pyongyang remains Bei- 
jing’s sole formal ally by virtue of a 1961 
Treaty of Friendship and Cooperation. The 
commitment may not be worth the paper it 
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was written on, because Chinese officials 
have publicly and privately told their North 
Korean counterparts that they should not 
expect China to come to the rescue if the 
D.P.R.K gets itself into trouble. Never- 
theless, China finds itself trapped by a tech- 
nicality in a treaty that can only be voided 
by mutual consent. 

The document does serve a purpose by 
providing Pyongyang with a degree of psy- 
chological reassurance as well as giving 
other countries pause because of uncer- 
tainty as to how Beijing might react to a 
conflict involving North Korea. The actual 
military dimension to the alliance is mini- 
mal. While exchanges occur between the 
People’s Liberation Army and the Korean 
People’s Army, these seem to be largely cer- 
emonial in nature. Perhaps the best way to 
characterize the security relationship be- 
tween China and North Korea is as a “vir- 
tual alliance.” 

Most Chinese elites recognize that Bei- 
jing’s Pyongyang problem cannot be 
solved, at least not any time soon, and 
probably not even in the foreseeable fu- 
ture. As a result, the best China can hope 
for is to manage the problem and work to 
promote incremental change. 


Show Me the Influence! 


CHINESE SECURITY ANALYSTS and schol- 
ars routinely opine that North Korea is a 
very truculent neighbor. Many go further 
contending that the P.R.C. has very little 
influence with the D.P.R.K. I cannot count 
the times that Chinese interlocutors have 
told me some variant of the following: 
“You can’t tell Pyongyang anything. We 
[Beijing] can merely make suggestions 
which are often ignored.” 

This fatalistic Chinese view is com- 
bined somewhat paradoxically with a cau- 
tious optimism that the regime has 
recognized its urgent need to change and 
adopt systemic economic reform. Chinese 


analysts have routinely declared in recent 
years that North Korea has begun to im- 
plement these policies albeit at an ex- 
tremely slow pace. Such optimism seems 
to be based more on wishful thinking rath- 
er than on clear and concrete signs of asea 
change in Pyongyang. 

Despite Chinese insistence that their 
country has little influence in North Korea, 
China has not been averse to turning the 
screws on occasion with apparent results. 
Beijing reportedly shut off the oil spigot and 
suspended food deliveries in late 2006 to 
underscore its displeasure with Pyong- 
yang’s nuclear test. Is it mere coincidence 
that the Six Party Talks resumed and in 
early 2007 North Korea assented to the 
“initial implementation” agreement? 

Nevertheless, the Chinese tend to have 
a high degree of unwarranted confidence in 
the impact of Beijing’s soft power of persua- 
sion. Specifically, they like to put consider- 
able weight on the multiple visits that Kim 
Jong Il has made to China. On most of these 
visits, the North Korean dictator was pre- 
sented with a number of the showpiece suc- 
cess stories of China’s three decades-old 
reform and opening policy. 

When Mr. Kim toured each of these 
sites, he made appropriate comments to 
his hosts to demonstrate that he was not 
only suitably impressed but more eager to 
imitate these achievements in his own 
country. Several of my research visits to 
China have come on the heels of a visit by 
Mr. Kim, and each time I have been told by 
multiple Chinese analysts that as a result 
of what he saw in China the North Korean 
leader became convinced beyond a shadow 
of doubt that North Korea must promptly 
adopt Chinese-style reforms. Yet, as one 
frustrated Beijing analyst told me in spring 
2006, “After all these assurances, Kim re- 
turns to Pyongyang and does nothing!” 

There are growing signs that Chinese 
leaders are becoming disillusioned and 
dissatisfied with Kim Jong Il and his re- 
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gime. For many, the turning point came 
sometime in 2006, either when North Ko- 
rea launched a handful of ballistic missiles 
last summer or detonated a nuclear device 
last autumn. According to Chinese sourc- 
es, in neither instance did Pyongyang 
deign to provide Beijing with any advance 
notification. Indeed, Chinese analysts ad- 
mit that Beijing was deeply embarrassed 
by these two acts. 

This is underscored by the fact that in 
each case China voted in favor of a United 
Nations Security Council resolution con- 
demning North Korea’s actions. The culmi- 
nating effect of these and other snubs has 
been that Beijing lifted the ban on open 
criticism of North Korea. Today analysts 
are permitted to express public displeasure 
or disapproval of Pyongyang’s policies. 

Yet, this disillusionment does not seem 
to presage abandonment. To the contrary, 
Beijing has ramped up its efforts to stabilize 
the situation on the Peninsula and shore up 
the regime diplomatically and economical- 
ly. China stepped up its activity at the Six 
Party Talks, achieving two landmark agree- 
ments in September 2005 and February 
2006. Beijing views the Six Party Talks as 
a key mechanism for managing tensions, 
especially those between Pyongyang and 
Washington. While China does not expect 
a breakthrough, at the very least it views 
the discussions as successful if they simply 
continue. Beijing has a low bar for success: 
only a complete breakdown of the talks 
would be considered failure. 


Looking Ahead 


ECONOMICALLY, CHINA CONTINUES to 
provide food and fuel at little or no cost to 
North Korea. Moreover, since 2004, 
Beijing has actively encouraged Chinese 
entrepreneurs, including those with small 
and medium business concerns to invest 
and/or do business in the D.P.R.K. The re- 
sult has been a significant increase in two- 


way trade and Chinese investment in 
North Korea during the past two years. 

As for Beijing’s medium- to long-term 
policy preferences on the Korean Penin- 
sula, China’s top priority is for a kinder, 
gentler and more reform-minded North 
Korea. Beijing seeks gradual, evolutionary 
change in Pyongyang—what I dub the “sta- 
tus quo plus” option. Such change is desir- 
able because it will decrease tensions and 
is unlikely to be destabilizing. China re- 
peatedly says it is committed to a non-nu- 
clear Korean Peninsula. While Beijing is 
probably sincere in this assertion, the posi- 
tion represents a long term ideal rather 
than an immediate policy priority. Some 
analysts contend that China is opposed 
to—if not actively seeking to prevent—Ko- 
rean unification. This supposition seems 
off the mark. Beijing’s efforts to shore up 
and stabilize Pyongyang do not constitute 
part ofa larger strategy to prevent unifica- 
tion as much as they are a key element of 
the Chinese foreign policy initiative to 
prevent instability or upheaval that would 
be triggered by the collapse or unraveling 
of North Korea. 

While there are certainly different 
views and perspectives within China on 
Pyongyang and the Peninsula, most Chi- 
nese analysts agree that Korean unification 
is virtually inevitable in the long run. More- 
over, they are relatively confident that such 
a result would not be antithetical to China’s 
national interests. Beijing’s primary con- 
cern is not with the outcome but rather 
with the process—will unification occur in 
a smooth and relatively trouble-free way or 
in a tumultuous and destabilizing manner? 
If unification comes about gradually and is 
eventually achieved in the future, then Chi- 
nese analysts are not too concerned. Beijing 
appears persuaded that Pyongyang repre- 
sents Korea’s past and that Seoul represents 
Korea’s future; the challenge in China’s 
view seems to be how the Peninsula will 
make the transition toa Korea ofone. W 
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Thailand’s 1p Gamble: 
Potion or Poison? 





Bangkok’s decision to issue compulsory licenses for several patent- 
protected medications has the kingdom embroiled in a dispute over 


intellectual-property rights where lives, money and reputation are at 
stake. This month, the REVIEW examines aspects of the debate. 


Thailand Takes 
On Drug Patents 
by Simon Montlake 


HEN THAILAND’S COUP leaders 
installed a civilian government 
last October, few observers paid 
much attention to Dr. Mongkol Na Song- 
khla, a retired civil servant appointed as 
Minister of Public Health. In many ways, 
he seemed a natural choice in a govern- 
ment that was dominated by bureaucrats 
and royalists (Na Songkhla is a minor roy- 
al title). Thai media dubbed the cabinet 
“Old Ginger” for its seasoned, staunchly 
conservative members, many of them un- 
schooled in modern politics. 

However, unlike other ministers, Dr. 
Mongkol didn’t see himself as a seat-warm- 
er in an interim administration. On the con- 
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trary, he has sought to position Thailand at 
the heart of a global debate with far-reach- 
ing consequences for international trade 
and the social provision of health care. A 
former rural doctor, he recognized that ac- 
cess to essential medicines was crucial to 
better patient care. As a long-serving civil 
servant, he knew that his political masters 
were out for glory and graft, not the hard 
slog of public-health policy making. Now, 
as minister in an unelected government, he 
was calling the shots. 

Dr. Mongkol is a flag bearer of an in- 
creasingly assertive public-policy network 
in Thailand that is skeptical of the free- 
market creed of much of the business elite. 
Threats of a trade backlash against Thai- 
land don’t faze them because they believe 
the world is on their side—and not on the 
side of the pharmaceutical industry. 


œe Mr. Montlake is a free-lance journalist based 
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Thailand’s political upheaval means 
that a new government could take over in 
six months and reverse position on pat- 
ents, so pharmaceutical companies may 
see Dr. Mongkol as a temporary problem, 
an irritant that will pass. But now that the 
compulsory licensing genie has been let 
out of the bottle, Dr. Mongkol’s legacy may 
be more enduring. If so, the long-term 
risks for Thailand could be severe, espe- 
cially if the U.S. and other countries with 
sizeable pharmaceutical lobbies take retal- 
iatory trade measures. The recent U.S. de- 
cision to name-and-shame Thailand’s lack 
of progress on tackling piracy is one warn- 


ing sign. 


On the Attack 


DR. MONGKOL’S FIRST salvo came on Nov. 
29 of last year in the form of a letter sent 
to the Thai unit of U.S. pharmaceutical gi- 
ant Merck & Co. It described Merck’s drug 
Efavirenz as “highly effective” in the treat- 
ment of HIV infection, but too expensive 
for Thailand to supply it to all who needed 
it. “The price of the patented product is 
much higher than the generics produced 
in India,” the letter stated. Therefore, the 
Ministry of Public Health decided to sus- 
pend Merck’s patent and begin buying ge- 
neric versions of Efavirenz. The war over 
the use of compulsory licenses for copycat 
drugs had begun. 

But the heavy guns weren’t rolled out 
until January, when two other drug manu- 
facturers were politely informed by the 
ministry that their patents would be sus- 
pended. One was on Kaletra, a second-line 
retroviral drug from Abbott Laboratories 
Inc. in the U.S. The other was Plavix, a 
heart drug patented by France’s Sanofi- 
Aventis. This time, the pharmaceutical in- 
dustry voiced its anger over what it saw as 
an illegal expropriation of its intellectual 
property. Dr. Mongkol also said he had his 
eye on other brand-name drugs used to 


treat chronic disease such as cancer, hint- 
ing that this was only the beginning. 

Dr. Mongkol has emerged as a savvy op- 
erator in the political fog that has envel- 
oped Thailand. Much of the government 
apparatus is running on autopilot under a 
leadership that’s focused solely on its own 
survival and preventing any comeback by 
former Prime Minister Thaksin Shinawa- 
tra. In such a climate, bold policy making 
runs a distant second to simply keeping the 
administration intact. The result is a vacu- 
um in which ambitious mavericks can 
flourish, simply because there is little push- 
back or coordination. 

While the policy on pharmaceutical pat- 
ents has been long in the making, Dr. Mon- 
gkol was simply the first minister willing to 
take the risk of defying the patent holders 
in the name of patient rights. Drug makers 
complained that Thailand had acted unilat- 
erally and without full consultation. The 
U.S. government cited this same complaint 
when it downgraded Thailand’s status on 
its piracy watch. But public-health officials 
in Bangkok say that they’ve tried to obtain 
lower prices from Merck without success 
in the past. Now Dr. Mongkol has forced the 
pharmaceutical industry on the defensive. 
While Abbott has played hardball, Merck 
has been more conciliatory, offering steep 
cuts in the price of Efavirenz to both Thai- 
land and Brazil, which followed Thailand’s 
example by announcing a compulsory li- 
cense on Efavirenz. Both countries have 
sizeable economies, homegrown pharma- 
ceutical industries and an amps problem. 

That leads to another criticism of Dr. 
Mongkol’s power play: the allegation that 
industrial policy is behind the promotion 
of generics. After all, ifimported drugs are 
sidelined by copycats, there’s a business 
opportunity for local drugs manufactur- 
ers. In the case of Thailand, the potential 
beneficiary is the Government Pharma- 
ceutical Organization, which produces an 
antiretroviral cocktail that is widely pre- 
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Thailand spends less on health than many other 


middle-income countries—about 3.5% of GDP. 





scribed to alps patients. Vichai Chokevi- 
vat, a senior advisor to the minister, says 
that Thailand will import generics from 
India, but that the cro may eventually be 
able to produce its own version of patented 
drugs. If so, that would undermine the ar- 
gument that Thailand is justified in tear- 
ing up patents in the name of patient rights, 
says Amir Attaran, a law professor and 
public-health policy researcher at the Uni- 
versity of Ottawa. Given past corruption in 
Thai government-drug procurement and 
at the aro, this is a valid concern. But there 
are plenty of ways to skim money from the 
sale of branded drugs, too. More likely the 
prospect of boosting the domestic generics 
industry is a way for Dr. Mongkol to sell 
the plan to economic nationalists who hold 
the political levers in Thailand. 

In 2001, Mr. Attaran advised Brazil dur- 
ing its legal battles over compulsory licens- 
es, and is broadly supportive of the principle 
of “flexibilities” in rr trade laws. But he’s 
suspicious of Thailand’s claim that since ge- 
nerics are cheaper, it should stop buying 
branded drugs that cost more to procure: 
“Justice is not served by giving each coun- 
try the lowest price that you can manufac- 
ture at. It should be in accordance with its 
means.... Thailand isn’t getting African 
prices. And it shouldn’t be.” 

Indeed, global schemes to provide 
cheaper Arps drugs to the developing world 
take this into account. The Clinton Founda- 
tion, which negotiates with generics pro- 
ducers for bulk orders on behalf of other 
countries, calibrates prices for middle- and 
low-income recipients. Clearly Thai pa- 
tients are just as deserving of affordable 
medicines as African patients. But Thai- 
land’s government has deeper pockets and 
its economy is far more robust. 

Critics of Thailand’s approach say that 
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the “flexibilities” in World Trade Organiza- 
tion rules—spelled out in the 2001 Doha 
Declaration—are designed for national 
emergencies when it’s impractical to follow 
due process and public health comes first. 
But Thai health officials say that another 
category exists, that of “public, noncom- 
mercial” use of compulsory licenses, which 
is covered in Thai law. This argument is 
based on the fact that Thailand’s public 
health-care system is the main beneficiary 
of any savings on drug procurement. Rich 
Thais who pay out of pocket and civil ser- 
vants covered by generous insurance 
schemes will likely continue to prefer 
branded drugs over low-cost generics. 
Health officials argue that this creates a 
dual market in which pharmaceutical com- 
panies can continue to reap a reward for 
their innovation and research. 

Patent-holders say with some justifica- 
tion this argument doesn’t hold water, 
since the government has granted a mar- 
keting monopoly that must be applied to 
all sales, not on a selective basis. Allowing 
public hospitals in Thailand to proscribe 
generic alternatives would prevent them 
from growing their sales to this market 
segment. 

Behind these claims is a political real- 
ity in Thailand: subsidized health care is 
wildly popular. Introduced in 2002 by Mr. 
Thaksin and branded the 30-baht 
(just under $1) scheme—patients paid this 
amount for any hospital visit—it quickly 
caught the imagination of the public. The 
coup leaders may have staked their legiti- 
macy on reversing the excesses of Mr. 
Thaksin’s rule, but they haven’t done away 
with scheme. Instead, it was renamed as 
universal health-care scheme. For doctors 
like Dr. Mongkol, who have worked in de- 
prived rural communities, subsidized care 


represents a huge leap forward for a devel- 
oping country like Thailand. But stretch- 
ing tax revenues to fund this system is 
challenging in a slowing economy with a 
swelling number of AIDS patients (over 
500,000 Thais are infected). 

Per capita allocation for the scheme, 
which covers 48 million Thais, was raised 
in this year’s budget to 1,899 baht (around 
$60), up 14% on 2006. Is this enough, 
though? Thailand spends less on health 
than many other middle-income coun- 
tries—about 3.5% of app. Thai health offi- 
cials concede that their 
allocation is low, but argue 
that it’s growing as ashare 
of government spending. 
In the 1980s, only 4% of 
the budget went to health 
care. Now it’s almost 11%. 

Those gains are quick- 
ly erased, however, by an 
increasing drugs bill. Over 
100,000 Thais are cur- 
rently on antiretroviral 
drugs, and that number is 
expected to grow as more 
people fall sick. At the 
same time, patients are 
also becoming resistant to 
older drug regimens and 
need to switch to expensive second-line 
drugs such as Abbott’s Kaletra. Thailand is 
unusual in providing this coverage. Only 
28% of an estimated 7.1 million infected 
people in low- and middle-income counties 
that require antiretroviral drugs receive 
them, according to WHO. 

In a study released last September, the 
World Bank concluded that Thailand’s suc- 
cess in providing antiretrovirals to AIDS pa- 
tients had a measurable economic impact, 
since breadwinners in poor families could 
expect to live much longer, be more produc- 
tive and support their children and other 
dependents. To continue this program, 
however, would require long-term invest- 





Thai health minister, Mongkol Na Songkhla, has let 
the compulsory licensing genie out of the bottle. 
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ment in health budgets that would rise as 
treatment was expanded, the report noted. 
One option outlined to keep costs down was 
the use of compulsory licensing on second- 
line therapies. This option, it said, would 
require “high-level political resolve” that 
balanced the benefits to health care and na- 
tional budgets with the repercussions for 
Thailand’s international trade relations. 
What the report’s authors couldn’t have 
known was that such a scenario was just 
around the corner, ushered in by a deter- 
mined bureaucrat installed by a junta. 

For all his bluster, 
though, some believe Dr. 
Mongkol has left the door 
open to compromise with 
his antagonists in the 
pharmaceutical industry. 
In recent months, his team 
has held meetings with 
Abbott, which offered to 
sell Kaletra at $1,000 per 
patient per year, down 
from $2,200, provided 
that Thailand honors its 
patents. Thailand has a 
stockpile of Kaletra from 
Abbott that will probably 
run out in August, accord- 
ing to Dr. Mongkol’s ad- 
visers, by which time the next purchase 
order must be in motion. It has already 
bought the generic version of Efavirenz. 

Crucially, none of the compulsory li- 
censes have been formally issued, said Ed- 
ward Kelly, an IPR lawyer at Tilleke and 
Gibbons, a law firm in Bangkok with cli- 
ents in the pharmaceutical industry. By 
announcing its threat to issue licenses, 
Thailand strengthened its negotiating 
hand, just as Brazil and South Africa did 
in the past. That means there’s still time to 
cut a deal with patent holders. “What we’re 
seeing is posturing by both sides, and pos- 
turing is part of the negotiating process,” 
he said. 
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Just Say ‘No’ 
To Big Pharma 
by Elizabeth H. Williams 


HE INTERNATIONAL drug-patent 
system, backed by trade policies 
that stand tough on intellectual- 
property rights, isn’t working. It pits the in- 
terests of patent holders against those of 
millions of people in developing countries 
in need of life-saving medicines and creates 
incentives for pharmaceutical companies 
to spend billions of dollars developing drugs 
that are then priced out of reach. The result: 
access to medicine is skewed toward the 
elite few. 

The world’s developing countries are 
fighting back. In January, Thailand issued 
a compulsory license to allow generic 
manufacture of expensive antiretroviral 
HIv/arps drugs patented by U.S.-based Ab- 
bott Laboratories Inc. In May, Brazil fol- 
lowed Thailand’s lead, and issued a 
compulsory license for a lower-cost ver- 
sion of Merck’s antiretroviral HIV/AIDS 
drug. In 2006, Pfizer sued the government 
of the Philippines for importing its patent- 
ed hypertension drug Norvasc from Paki- 
stan at a price almost 90% lower than 
Pfizer’s market price for the Philippines. 
Novartis has also sued to overturn public- 
health protections in India’s patent law. 

In each case, the developing countries 
took action following failure to negotiate 
price reductions with the patent holders. 
So while companies turn to the courts, 
governments are turning to the World 
Trade Organization Agreement on Trade- 
Related Aspects of Intellectual Property 
Rights (TRIPs) to abridge patent rights and 
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license cheaper versions in order to get 
life-saving drugs to more of the millions 
who need them. The wro’s Doha Declara- 
tion explicitly says, “Each Member has the 
right to grant compulsory licenses and the 
freedom to determine the grounds upon 
which such licenses are granted.” 

Yet when price negotiations between 
Bangkok and Abbott failed, Thailand re- 
sorted to the compulsory licensing of a ge- 
neric version of Abbott’s antiretroviral 
medication. Abbott retaliated. It withdrew 
seven new drugs from Thailand, penaliz- 
ing 65 million people for the failure to 
bridge a price gap of $300. Flexible wro 
rules on compulsory licensing are sup- 
posed to provide a buffer against price dis- 
putes, but that purpose gets defeated if 
countries get penalized for using them. 

Thailand’s drug-patent controversy 
highlights a greater systemic problem with 
global drug access whose implications go 
well beyond a single region or a single dis- 
ease such as HIV. How China, India and 
other emerging economies adjudicate the 
question of access to medicines that treat 
a wide range of diseases affecting millions 
will be an important test of their domestic 
policies, and possibly a bellwether of their 
international leadership. 

So far, Thailand, Malaysia, the Philip- 
pines, India and Brazil have opted to im- 
pose some limits on current patent holders’ 
rights. China has hedged. Its statement at 
the recent G-8 summit was oblique, advo- 
cating for “a balance between IPR protec- 
tion and innovation, between obligations 
and interests, and between public interests 
and those of right-holders” and suggesting 
“practices like placing too much emphasis 
on protection or abusing IPR rules and 
agreements for technological monopoly 
must be avoided.” 

The reality is that the market for gener- 
ics and the market for patented drugs are 
often separate universes. According to 
Thailand’s health minister, Dr. Mongkol 
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Na Songkhla, pharmaceutical companies 
will never lose market share to generics 
because the vast majority of Thais cannot 
afford any of the patented drugs for which 
Thailand has sought compulsory licenses. 
Given their income level, they are not can- 
didates for purchasing these medications 
under any circumstances. 

“We know that the patent holder invests 
a lot for each medicine but actually the per- 
centage who can access patented drugs is 
only 20% or 25%,” Dr. Mongkol said. “These 
are the groups of people who are paying for 
the research and development costs.” The 
rest of the people who have no access do not 
contribute at all to R&D costs, as they can- 
not pay for patented drugs....” 

By the same token, the few foreign pa- 
tients and wealthy Thais who can afford 
the expensive drugs are unlikely to switch 
to cheaper versions made under compul- 
sory license. In fact, because these indi- 
viduals opt out of Thailand’s national 
health system, which distributes the ge- 
neric drugs, the Thai elite wouldn’t have 
access to the off-brand generics. Protect- 
ing patents by restricting generics means 
that the poor continue to go untreated, 
which does nothing for a drug company’s 
bottom line. Although some studies indi- 
cate that generics may result in lower pric- 
es of patented medicines in the same 
market, that profit difference might be 
matched by increased access and market 
share. 


Time For Change 


SINCE GENERICS DON’T adversely affect 
the patented drug market, they also don’t 
act as a negative incentive for R&D. Nei- 
ther does the current practice of defending 
IPR by fighting generics encourage innova- 
tion. Since the market for diagnostics and 
treatments for illnesses that primarily af- 
fect developing countries is small and un- 
certain, a 2006 wHo study found that 1p 


protection has a “limited to nonexistent” 
effect on innovation in these areas. 

It is time to frame a new system of in- 
centives that will balance rP concerns and 
patients’ rights. This new system should al- 
low wider access to medicine through the 
use of generic production and differential 
pricing. Broader cooperation between na- 
tions, such as seen recently with Brazil and 
Thailand, could help developing countries 
negotiate cheaper prices for a larger mar- 
ket. A new system should also encourage 
broader approaches to innovation, more in- 
vestment in the treatment of neglected dis- 
eases, and a tiered IPR system that would 
extend patent protection in exchange for 
making a proportion of the products avail- 
able at a lower cost to some. Those mea- 
sures must be coupled with others to 
improve infrastructure, distribution net- 
works and patient education. 

The exact details of such a system are 
complex and must be worked out—with all 
the stakeholders at the table. What should 
be clear is that the current system is unsus- 
tainable, and a new, viable one will not 
emerge if the pharmaceutical companies 
and the industrial economies set policy on 
their own. 

The wHo Commission on Intellectual 
Property Rights, Innovation, and Public 
Health is working to develop a global plan 
of action that will meet the needs of devel- 
oping countries by collaborating with a 
more inclusive set of stakeholders, includ- 
ing member states, regional bodies and gov- 
ernment agencies, who will receive input 
from civil society and the pharmaceutical 
industry. This is welcome progress. But 
declarations released from the recent G-8 
summit indicate a solution is still far. 

During their recent meeting in Germa- 
ny, G-8 leaders ignored both the wHo study 
and the wHO Commission process. Instead 
they promoted stricter rrek as the only way 
to foster innovation, and proposed their 
own program for strengthening it in all 
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countries. They bracketed the issue of ac- 
cess to medicine and dealt with it separate- 
ly, proposing a patchwork of initiatives that 
would boost access to affordable arvs in Af- 
rica without compulsory licensing. 

But one can’t legitimately separate 
drug access from IPR, or pretend it’s an 
“Africa issue” or an “HIV/AIDS issue.” Ac- 
cess to necessary medications is a global 
concern affecting nations from Asia to 
Latin America, and that extends to treat- 
ments for cancer, hypertension and other 
modern diseases. The importance of ge- 
neric manufacturing cannot be ignored. 
Its impact is far greater than the G-8 cur- 
rently concedes. 

The G-8 declaration still calls for anew 
process to strengthen the global standard 
of IPR at the WTO, WHO and wipo (World 
Intellectual Property Organization). Yet 
unlike the WHO commission on , the G-8 
process would restrict input to just 13 
countries—the so-called “G-8 plus five” 
which includes China, India, Brazil, South 
Africa and Mexico. This excludes Indone- 
sia, Vietnam, the Philippines and other 
Asian countries from having a say in poli- 
cies that would determine their citizens’ 
access to medicine. 

In this respect, the new G-8 process re- 
sembles recent U.S. bilateral and regional 
free trade agreements: both seem designed 
to restrict input from affected countries 
and bypass TRIPS, the WHO process and oth- 


Cooperation between nations could help developing 
countries negotiate better prices for drugs. 





er ways of putting appropriate limits on 
drug-patent rights. The gambit seems to be 
to shift the venue of the debate away from 
more inclusive forums that have tradition- 
ally dealt with IPR, toward more tightly 
controlled ones that reflect more closely the 
perspectives of patent holders. Such tactics 
are unlikely to work for long, since they en- 
courage a vacuum in drug access as well as 
in leadership on a vital global issue. 

The long-term momentum seems to in- 
volve diverse stakeholders working to fill 
this vacuum in innovative, cooperative 
ways. WTO member states are increasingly 
invoking their compulsory licensing rights 
under TRIPS. In August, Brazil and Thai- 
land will sign their own bilateral agree- 
ment to cooperate on health issues, 
including generic licensing, which may be 
a harbinger of more such bilateral and re- 
gional health agreements. New and re- 
newed FTAs with the U.S. could allow 
developing countries more discretion over 
patented medicines. 

The trend towards more assertiveness 
and activity in favor of wider drug access by 
nontraditional players need not be seen as 
a threat to the profitability of the pharma- 
ceutical industry or the integrity of IPR. 
Rather, it may be a welcome sign 
of fresh thinking by a wider community of 
interests, and a legitimate push-back against 
a patent-dominated system whose imbal- 
ances a globalized world can’t afford. W 
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Traces of Hong 
Kong’s 1967 Riots 


by Jesse Wong 
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S THE LAVISH celebrations 
for the tenth anniversary 
of Hong Kong’s return to 
Chinese sovereignty fade 
away, another anniversary 
is passing almost unnoticed. Forty years 
ago this summer, leftist groups conducted 
a campaign of protests and terrorist at- 
tacks designed to destabilize the British 
colonial administration. On the one hand, 
the summer of violence set back the matu- 
ration of local politics, possibly contribut- 
ing to the lack of democracy in the 
territory today. On the other, it spurred the 
government to raise standards in labor re- 
lations, housing, health care and educa- 
tion, laying the foundation for future 
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For Hong Kong, where 3.7 million Chi- 
nese lived under British rule, 1967 was a 
year of high anxiety. Some 33 kilometers 
north of the city center, a skimpy wire 
fence separated them from China. There, 
the year-old Great Proletarian Cultural 
Revolution, part power play, part farce, but 
above all a huge man-made tragedy, was 
unfolding. 

Mao Zedong initially used the cam- 


paign to lash out at his rivals, the “capital- 
ist roaders” within the Communist Party. 
He then stood by as the young Red Guards 
he unleashed went on to ransack govern- 
ment offices, hijack institutions and sub- 
ject millions of victims to abuse and 
violence. Soon anyone with a grudge was 
in on it, too. Although the country was 
largely closed to the outside world, news 
trickled across the border of worsening 
chaos. By May a local version was starting 
to erupt on the colony’s streets. 

What began as a minor labor dispute 
quickly turned into a wider struggle against 
British imperialism. The local communists 
choreographing it copied Red Guard meth- 
ods, waving Mao’s little red book of quota- 
tions, chanting venom-filled slogans and 
pasting up “big character” posters. Protest 
marches escalated into clashes with police 
and the planting of home-made bombs. 

Beijing has never addressed its respon- 
sibility for the riots head-on. Glimpses of 
the decision-making on its side are avail- 
able from only a few nonofficial sources: 
Party apparatchiks in Hong Kong took it 
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upon themselves to launch the anticolo- 
nial struggle and were cheered on by rad- 
icals who had sidelined Premier Zhou 
Enlai. According to The Cultural Revolu- 
tion in the Foreign Ministry by Ma Jisen, 
a former ministry worker and China Daily 
editor, a resurgent Zhou sequestered the 
apparatchiks in Beijing Hotel in late 1967 
with this explanation: “You are being kept 
here for two months so you can cool your 
heads.” But in the end, no one is known to 
have been held accountable. 

Since then, Hong Kong’s left has re- 
made itself, as its big brother in China has 
done, into a force for prosperity and stabil- 
ity. Its candidates do respectably in elec- 
tions in the caged democracy allowed in 
the Special Administrative Region. Its 
scope to revisit the anticolonial struggle is 
limited by Beijing’s reticence, but when it 
does, the familiar Party line tumbles out: 
The protesters’ cause was just, the police 
were sadistic brutes and the bombs ap- 
peared mysteriously, origin unclear. 
back, they made heroes and mar- 

tyrs of pro-communist figures, 
among them Chak Nuen-fai. He had passed 
up an earlier invitation to join the Commu- 
nist Party, yet remained a stalwart support- 
er. They also energized young believers 
such as his younger daughter, Wai-wah, a 
witness to his arrest in a predawn police 
raid. The tranquil lives they live today, he 
as a retiree immersed in his books and she 
as a housewife, mask the inner turmoil still 
haunting them for choices made long ago. 

I first came across Chak Nuen-fai’s 
name three years ago. J was doing some 
writing that required research into the se- 
dition laws under which he served a three- 
year prison term. Several hours ina library 
should have done it, but then a local televi- 
sion journalist helpfully gave me his tele- 
phone number. He turned out to be an 
exceptionally sprightly 85-year-old, with 


S THE BRITISH authorities struck 


a solid memory, sharp wit and a wealth of 
contradictions in his feelings about the 
Party that he bravely tried to rationalize. 

I became a regular visitor, seduced by 
the opportunity to relive history that I had 
experienced but only half understood as a 
child of the noncommunist mainstream. I 
also got to know his younger daughter, 
who is the same age as me, and she intro- 
duced me to former activist comrades. She, 
more than the others, seemed tormented 
by the past. 

Viewing library microfilm ahead of my 
very first visit, I saw an image of a lanky 
figure half a head taller than the next man. 
He was stepping toward the camera with 
eyes downcast and wrists manacled to oth- 
er prisoners. In the crackdown on three 
newspapers, the colonial authorities arrest- 
ed three people who ran them on charges 
of sedition, publishing false news and at- 
tempting to cause disaffection among the 
police. Applying another law that held 
printers responsible for what they printed, 
the police also arrested two partners of 
Nam Cheong Printing Press Ltd. on similar 
charges. One of them was Mr. Chak. 

I focused initially on the case against 
him. Speaking in a clear voice, he told me 
all about his printing venture. In the mid- 
1950s, he was persuaded to help with the 
printing of a newspaper newly started by 
communist friends. He put up half the cap- 
ital and agreed to have his name appear on 
a government register of printing-firm 
bosses. In fact, he didn’t run the business; 
they did. The subterfuge reflected Hong 
Kong’s status as a “white,” or enemy-held, 
territory. The Party lacked any overt pres- 
ence. It carried on sometimes discreetly 
and sometimes less so via organizations 
and individuals serving as fronts. The au- 
thorities kept a close watch and, depend- 
ing on the political mood, turned a blind 
eye sometimes. 

Although profitable, the partnership 
had rough patches. He had some say at first 
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but gradually got elbowed aside. When po- 
tential customers got turned away because 
of their politics, he objected but to no 
avail. 

We veered off into a discussion about 
communist rule. Significant names and 
dates rolled effortlessly off his lips. He had 
strong opinions, too. Mao was a tyrant, 
and post-Mao China was still a dictator- 
ship despite its many reforms. I asked 
when he began to feel that way. He an- 
swered “the 1970s.” I wondered why, in 
1983, he accepted a place in the Chinese 
People’s Political Consultative Conference, 
a do-nothing body filled with people who 
had been of service to the party. He glared 
at me. “There’s such a thing as vanity. 
Haven’t you heard?” He finally resigned 
from the Party some time in the 1990s. 

Mr. Chak was born in 1919 near Guang- 
zhou. His father hadn’t much success as a 
sometime rice merchant, but he managed 
to complete university by taking loans. He 
taught school there at first and in Hong 
Kong from 1947, just two years before Chi- 
na came under communist rule. Enrolling 
in correspondence courses in his spare 
time, he met his future wife, a fellow stu- 
dent. Another student introduced him to 
communism. He joined the Chinese New 
Democracy Youth League, forerunner of 
China’s Communist Youth League. Not 
much was asked of him except to report on 
the words and deeds of friends and associ- 
ates. Feeling uncomfortable about that, he 
asked for time to consider when he was in- 
vited to join the Communist Party. Not that 
he doubted the cause. All the true believers 
he knew were decent people who wanted 
what was best for China. “I was as much 
one of them in my heart as if I had joined.” 

Mr. Chak had no part in the violence of 
1967. He was present at one meeting of a 
struggle committee and learned after the 
fact that his name was on a published list 
of members. Preoccupied with his pub- 
lishing business, he came as close as he 
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ever did to a protest when he drove by one 
on his way to an exhibition showcasing his 
latest product, a natural-science textbook. 
He didn’t follow the news and didn’t pause 
to think about what went on until the po- 
lice turned up at his door, he said. 

Hong Kong’s public library doesn’t 
keep copies of the newspapers that were 
coming off his presses in those days. Still, 
you can get a sense of what they were 
about by looking at others because the left- 
ist press spoke with one voice. Here’s how 
Wen Wei Po described the death of a po- 
liceman, the result of a godown-district 
confrontation in which a coolie was also 
shot dead by the police: “A courageous 
coolie filled with the hatred felt by his en- 
tire race rushed forward and, grabbing a 
yellow-skinned dog that had committed 
much evil, plunged a sharp hook into its 
neck, chest and back. This yellow-skinned 
dog didn’t even have time to make a sound. 
It lay down and was still.” 

Following the crackdown on the three 
newspapers, Hong Kong was hit with a 
stepped-up bombing campaign. Quite a 
few were duds. Some packed enough 
punch to kill. One went off one Sunday af- 
ternoon on a quiet side street. Hearing the 
explosion, a mother of four rushed from 
her home. She found her two-year-old son 
on a sidewalk covered with fragments of 
shattered windscreens. He was still 
breathing. His face was blackened and 
part of his brains had spilled onto the 
ground. Nearby lay her eight-year-old 
daughter. The girl’s insides were splat- 
tered on walls across the street. A police- 
man combing the scene later scraped one 
of her fingers off the door of a parked car. 

While the family was tending to the 
children’s funeral, in China’s capital some 
1,200 kilometers to the north, tens of thou- 
sands of Red Guards assembled to condemn 
oppression of Hong Kong compatriots by 
British fascists and imperialists. Britain 
was handed a diplomatic ultimatum de- 
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manding release of the defendants in the 
newspapers case plus 14 detained leftist 
journalists. After the 48-hour deadline had 
been ignored, a Beijing mob set fire to the 
British embassy. 

Two weeks later, Mr. Chak, given a 
chance to speak in court, praised Mao’s 
thoughts, denounced British fascism and 
predicted “brightness will come very 
soon.” He and his codefendants were con- 
victed on all charges. The violence fizzled 
out by the end of 1967. The official toll 
came to 51 dead, 832 injured and 1,936 
prosecutions. 

As one who works with the printed 
word, I dislike laws that make criminals of 
printers. I think of the case against him as 
an injustice. I’ve been intrigued at the 
same time by how he sees himself. He has 
professed solidarity with the struggle, say- 
ing “we had to resist because the British 
were beating up Chinese.” He has seemed 
less sure whenever I steer our conversa- 
tion toward the maiming and killing ofin- 
nocents: While others in the struggle were 
going about it, he had looked away, and he 
had kept silent. His usual response has 
been to fault the handful of party apparat- 
chiks at the top. Questions of shared, or 
moral, responsibility are not for him. 

But then again, he may have been try- 
ing to make amends in less direct ways. He 
spoke up in 2003 when the posthandover 
government proposed a harsher version of 
the laws under which he was convicted. 
His old comrades were parroting the Par- 
ty line, asserting that while those laws 
were bad under the British oppressor, the 
same laws under China sovereignty would 
be no problem. He opposed the proposed 
legislation, which was eventually dropped, 
in press interviews, which he supplement- 
ed with a stinging aside. He said his faith 
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Beijing has never addressed its responsibility 
for the Hong Kong riots head-on. 





in the legal system was much greater when 
Hong Kong was under British rule. 

Also, in conversation, he makes frequent 
self-deprecating remarks about his rela- 
tionship with the party, usually by quoting 
his daughters. “They tell me I lack an inde- 
pendent mind,” he often says. On one occa- 
sion he said of the younger one: “She used 
to be much more of a leftist than I’ve ever 
been.” I thought I wanted to meet her. 

Too young to play a role in the 1967 
struggle, Chak Wai-hah became political- 
ly active two years later. The violence had 
ceased by then and the struggle was being 
continued by other means. She joined the 
Hok Yau Club, a cultural organization 
where secondary students were offered 
help with their studies, then incremental- 
ly exposed to capitalism’s seamy side 
through visits to squatters’ slums, curb- 
side chats with street-sleepers and jour- 
neys to China for sessions with party 
cadres. She continued to be active in Mao- 
ist circles while studying microbiology at 
Cornell University. The end came, for her 
as for many believers of her generation, 
with the shocking downfall of the Gang of 
Four in 1976, closing the Cultural Revolu- 
tion era. Still in Cornell then, she with- 
drew totally from politics but she wasn’t 
able to completely leave the past behind. 

My first meeting with her was in the 
Conrad Hotel coffee shop in mid-2004, not 
long after my earliest encounter with her 
father. She was a mother of two boys. Pe- 
tite, with straight, short hair and no visible 
makeup, she had a schoolboy look about 
her. It sent a message that her swift re- 
sponses to questions reinforced: Here’s 
someone with nothing to hide. 

I learned that upon returning from the 
U.S., she was deeply ashamed of having 
been a leftist. She avoided former school- 
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mates and comrades, On her first date with 
her future husband, she spent the whole 
time coming clean, not wanting him to 
think later that she had been covering up. 
I felt not only her shame but also her anger 
at former Hok Yau leaders who she felt had 
led her down the wrong path. 

Not her father, though. He had never 
preached communism to her, and she was 
obviously fond of him. The anger some- 
times translated into action. One of those 
bygone leaders published a memoir a few 
months after my meeting with her. She 
sent him angry Internet messages charg- 
ing that he had whitewashed the past. 

In late 2004, she introduced me to a 
couple of former Hok Yau comrades. The 
pair were slightly older and had partici- 
pated in protests in 1967, never going fur- 
ther than chanting slogans and raising 
clenched fists. Like her, they were pleasant 
and forthright, and they shared her sense 
of victimhood. They looked startled when 
I mentioned other victims of the struggle. 
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Did they remember the children blown to 
pieces? Or the strike-defying tram driver 
stabbed to death at the wheel? Or the radio 
broadcaster incinerated in his car by a gas- 
oline bomb? “We’ve nothing to do with 
that,” one of them said. 

My most recent meeting with Ms. Chak 
took place several weeks ago. Over coffee, 
she disclosed that she had converted to Ca- 
tholicism, partly inspired, she said, by the 
nuns she had come to know from doing 
volunteer work. I congratulated her, and 
we chit-chatted about local politics and 
other inconsequential things. 

At some point, without prompting, she 


began talking about victimhood—not hers, 


but that of people unwittingly injured by 
her leftist fervor. She mentioned school- 
mates she had tried to manipulate, a vic- 
tim of on-the-job injuries she had treated 
as a class-struggle specimen, and a teach- 
er despondent over her rebelliousness. Her 
guilty feelings were also a reason for the 
turn toward religion, she explained. © 
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The Curious Life of Clusters 


by Henry S. Rowen 


LUSTERS OF CRAFTSMEN have 
C existed as long as people have 

lived in substantial settlements— 
certainly since they have lived in cities. 
Modern examples include diamond cut- 
ters in Antwerp, knife makers in Sheffield, 
sock makers in Yiwu, and the cinematic 
entertainers in Mumbai. This phenome- 
non is widely present in Asia’s information 
technology (T) industry. 

Clusters form because firms benefit 
from having others in the same, or comple- 
mentary, industries close by. There is a sup- 
ply of skilled labor, specialized suppliers 
and buyers, and flows of knowledge among 
firms. This is the classic story told by the 
19th century economist Alfred Marshall. 
However, the story is a static one, and high- 
tech industries are quintessentially dynam- 
ic. New firms can form new clusters. 

As these examples suggest, market forc- 
es create them (with Silicon Valley being 
the prime example), but governments often 





like to accelerate the process. They do this 
to enjoy the benefits of having a vibrant 
cluster sooner than the market might pro- 
duce and from a belief, which might on oc- 
casion be warranted, of establishing a 
vibrant cluster before some other nation 
does, that is, to gain a first-mover advan- 
tage. However, such initiatives imply that 
government officials know how to do this. 
The record on this is checkered. 
Governments have used many methods 
to attract individuals and firms to the lo- 
calities they pick: cheap financing, tax 
breaks, subsidized land and housing, spe- 
cial schools. If the conditions are favorable, 
such policies can successfully attract firms. 
However, have governments done little 
more than cause firms that would form 
anyway to locate in a favored place instead 
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of somewhere else in the country without 
substantial spillover benefits arising? It can 
be hard to tell. One needs to consider the 
presence—or absence—of good public re- 
search organizations in the region and, ar- 
guably even more, overall conditions for 
innovation and entrepreneurship in the 
country. These can vary greatly. 

Beginning in the 1970s, a well-known 
cluster emerged in Taiwan’s Hsinchu Sci- 
ence-based Industrial Park (Hs1p) that 
now contains several hundred companies, 
mostly in the iT industry. Hsip became not- 
ed for its fast-moving firms that were ini- 
tially original equipment manufacturers 
(OEM) for foreign firms before turning into 
original design manufacturers (ODM); 
presently some have become “orchestra- 
tors” of product designs offered to buyers 
worldwide. At its core was ITRI, the Indus- 
trial Technology Research Center, which 
took technologies in the pre-competitive 
state and developed them for commercial- 
ization by local companies. Its most fa- 
mous firm was the pioneering chip 
foundry, TSMC, which was a spin-out from 
an ITRI lab. HsIP and ITRI were founded by 
the government which, together with 
powerful market forces, has led to a high- 
ly productive region. 


Of Parks and Politics 


TAIWAN HAS PURSED the “science-based 
park” model of Hsinchu with new parks in 
the south and in the center of the country. 
Since 2000, its rT companies have moved 
most of their manufacturing to mainland 
China where, unsurprisingly, they tend to 
cluster, notably in Kunshan, near Suzhou. 
In the 1980s, clusters in software ser- 
vices began to develop in several Indian cit- 
ies, first in Mumbai, then in Bangalore, 
followed by New Delhi, Hyderabad, Chen- 
nai and Pune. In contrast to Taiwan, the 
government has long been a major obstacle 
to industry development through a host of 


restrictive regulations. Only when it began 
to seriously liberalize in 1991 did this indus- 
try take off. Foreign demand, notably in the 
U.S., was—and still is—essential, and for- 
eign firms have played a major role, but the 
leading Indian suppliers were domestic 
ones with some of them still growing. Gov- 
ernments can still be a problem; for exam- 
ple, the government of Karnataka state, 
whose capital is Bangalore, seems to be 
driving its thriving software industry away 
through inadequate investment in infra- 
structure. Although the role of government 
was not entirely negative (with, for in- 
stance, building a satellite ground station in 
Bangalore fairly early), the growth of In- 
dian clusters has been essentially a market 
phenomenon. 

China has many IT industry clusters, 
varying from strong to mediocre ones in 
performance. As is customary in China, 
the government has approached the clus- 
ter phenomenon from the top-down. The 
Ministry of Science and Technology began 
its Torch industrial technology program 
in 1995 and as of 2005 had 83 groups in 16 
provinces. 

The three major high tech regions are 
Beijing, Shanghai and Shenzhen. The big- 
gest is Beijing’s Zhongguancun Science 
Park, which contains China’s leading uni- 
versities, Academy of Science Institutes and 
thousands of companies. Legend Computer 
(now Lenovo) came out of the Chinese 
Academy of Sciences soon after economic 
liberalization began and is the leading firm 
in the cluster. Zhongguancun has the lead- 
ing concentration of software firms and 
companies controlled by the state. Its clus- 
ters flourished with government assistance 
and support to these firms will likewise 
continue in the future. 

Shanghai has the foremost integrated 
circuit-making cluster. The government 
subsidized the building of an 1c foundry in- 
dustry and, in turn, that industry led to the 
formation of many integrated circuit design 





houses. Shenzhen, in the South, specializes 
in manufacturing IT products; one firm, 
Foxconn (from Taiwan), has 300,000 work- 
ers. In all three cases, the government and 
market forces play significant roles in sup- 
port of developing clusters. 

iT clusters are not universally present 
in Asia; Japan and South Korea, for exam- 
ple, are different. This is certainly not due 
to a shortage of excellent technologies or 
strong companies. It stems from having 
relatively few new high tech companies. 
Without them, clusters do not form. 

Consider Japan’s array of world-class 
consumer electronics, 
computers, and IT compo- 
nent companies, such as 
Matsushita, NEC, Fujitsu, 
Sony, Canon, Sharp and 
many more. These long es- 
tablished companies have 
successfully renewed 
themselves. Already in 
place and with low labor 
mobility, the influences to 
form concentrations of IT 
firms in a few locations 
have been weak. A decade ago, the Minis- 
try of International Trade and Industry 
(MITI, now METI) began promoting more 
flexibility in industry. As a result, more 
startups have emerged but not yet much by 
way of IT clusters (with the exception of a 
semiconductor concentration in Kyushu). 

The pattern in Korea is similar to that in 
Japan. It also has large, successful 1r com- 
panies but not many startups—hence the 
paucity of new clusters—with the exception 
of gaming and other internet content sup- 
pliers in Seoul. The Korean government is 
also changing the rules to encourage new 
firms; here, too, reveals evidence of a re- 
sponse from the market. 

Japan and Korea have similarly created 
science parks, Japan in Tsukuba and Korea 
in Daeduk Science Town. In both places 
good research was undertaken but neither 
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has formed strong industry clusters due to 
national policies and customs favoring es- 
tablished firms over the newly created 


ones. 

All of the successful high tech clusters 
have various combinations of foreign in- 
volvements: downstream buyers, upstream 
sources of technology, professionals with 
foreign experience and direct investments 
by foreign firms. The sparser the set of 
such links the less vibrant the cluster is 
likely to be. 

The question of whether universities 
are a necessary ingredient comes up be- 
cause of the prominence of 
good universities in the 
leading American clusters. 
The answer in Asia is “not 
really, so far.” The main 
role for its universities, a 
vitally important one, has 
been to educate a growing 
number of talented scien- 
tists and engineers. This 
might seem surprising be- 
cause of the high status, 
for example, of the Indian 
Institutes of Technology and of China’s 
leading universities. In these cases the uni- 
versities did not have major research mis- 
sions before, but now they are beginning to 
do some serious research. This could influ- 
ence the nature of new companies formed 
and their respective locations. 

If the American experience is relevant 
for Asia, having good research universities 
is a necessary but not a sufficient condition 
for forming world-class clusters (with the 
U.S. having more good universities spread 
around the country than it has high tech 
clusters). It is also tricky to balance the 
requisites for academic excellence and a 
significant research contribution to indus- 
try. Even if they do a good job with the lat- 
ter, and if the American experience is 
relevant, it is a mistake to expect universi- 
ties on average to generate significant in- 





come from commercializing research 
findings. 

Some government officials have as- 
sumed that it is a good idea to invite ven- 
ture capitalists. There is nothing wrong 
with inviting them but will they come and 
do deals? Only if there are deals to be done 
and this, in turn, depends on the national 
and local entrepreneurial environments. 
Thus it is not surprising that the most de- 
veloped Asian vc industry is in Taiwan 
with China and India coming along well, 
and Japan and Korea lagging. 

A natural question is what opportuni- 
ties exist for new clusters to emerge? Are 
such spaces already occupied? The answer 
has to do with the emergence of new in- 
dustries and where this phenomenon hap- 
pens; this will be decided through a 
combination of private and government 
actions. The government of Singapore, for 
example, is making a big effort to create a 





bio-tech cluster. It is a safe bet that the 
clean energy ones will be emerging in 
many places. With fast-growing markets, 
clusters could emerge in new places, nota- 
bly in China and India, as growth in estab- 
lished places is slowed by high costs of 
land and labor. Taiwan, faced with such 
constraints in the north, has developed 
new industry clusters in the south and 
central regions. 

If there is a message in this story for the 
future of Asian clusters, it is to have na- 
tional rules that encourage entrepreneur- 
ship, openness to foreign connections of 
various kinds and support for research. 
Governments now widely recognize these 
needs, although translating them into ac- 
tions still prove to be difficult. Creating 
strong research universities that foster 
commercialization of research results 
while also supporting high academic stan- 
dards is an especially challenging task. © 


Engineers to Researchers 


by Douglas Fuller and Eric Thun 


S CHINA A paper tiger? A number 
of doomsayers have predicted 
that the end is near for China, 
with scenarios ranging from a simple halt 
in the country’s rapid growth to a com- 
plete collapse of the Chinese state and 
economy. In many cases, the implicit 
points of reference for these doomsday 
predictions are China’s neighbors. Where- 
as planners in Seoul, Tokyo and Taipei 
successfully built domestic firms to com- 
pete in international markets, the pessi- 
mists look at China’s extensive reliance on 
foreign direct investment and see nothing 
but weakness. 

The China boosters, on the other hand, 
look at the raw data of China’s growth and 
conclude that China is on the fast track to 
becoming an economic superpower, with 
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world class companies that combine cut- 
ting edge technology with low cost labor. 
These optimists look to Chinese compa- 
nies, such as Lenovo and Shanghai Auto, 
and see the world’s next Samsung and 
Toyota, but on an unparalleled scale—Ja- 
pan Inc, times ten. While there is certain- 
ly reason for optimism, this view fails to 
take into account the fundamental weak- 
nesses of China’s national champions. Sim- 
ply put, many of these firms lack 
independent technological capabilities 
and destroy more value than they create. 
The two viewpoints assume that suc- 
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cessful developers will cultivate indigenous 
enterprises with independent technologi- 
cal capabilities like past Asian economic 
miracles. What the accounts overlook, how- 
ever, is that the mechanics of the global 
economy have changed. Although Font in it- 
self is nothing new, what is new is the de- 
gree to which production chains have 
become globalized. China is rapidly devel- 
oping in an era with new opportunities and 
constraints, and it should not be judged by 
the standards of the past. 

Far from being a source of weakness, 
China’s global linkages are driving the de- 
velopment of innovative capacities in Chi- 
na in three respects. First, the global 
network of ethnic Chinese engineers and 
technologists, commonly known as the 
bamboo network, is creating linkages to 
global technology centers and pools of 
highly skilled labor crucial to China’s tech- 
nical development. Second, multinationals 
are showing more willingness to locate re- 
search and design activities in China, and 
these investment projects become training 
centers for local engineers. Finally, these 
seeds of innovation planted by multina- 
tional investments spread to the broader 
economy, as Chinese engineers and tech- 
nologists seek new opportunities in the 
rapidly growing sectors of the domestic 
economy. 


The Bamboo Network 


TAIWANESE AND CHINESE returnees from 
global centers of innovation, such as Sili- 
con Valley, are at the forefront of China’s 
technological development. These Chi- 
nese technologists are yet another mani- 
festation of the ethnic Chinese business 
networks referred to as the bamboo net- 
works. 

In microelectronics, the number of 
chip designers in China quadrupled in five 
years to 7,000 in 2003 making China’s de- 
sign workforce almost as large as those in 


other chip design powerhouses, such as 
Taiwan and India. Returnees from Silicon 
Valley and Taiwanese firms have been the 
driving force behind this explosive growth. 
Two-thirds of the well-trained designers 
were working for firms run by Taiwanese 
or returnees from abroad. A critical mass 
of experienced returnees is now available, 
and this creates a snowball effect. These 
highly experienced returnees start their 
own China-based technology firms, train 
local engineers, and transplant the net- 
working associations, such as the Chinese 
American Semiconductor Professionals 
Association, that were critical to Chinese 
entrepreneurship in Silicon Valley. 

The same pattern can be found in mi- 
croelectronics fabrication, an area of man- 
ufacturing that requires large numbers of 
skilled engineers. Semiconductor Manu- 
facturing International Corporation 
(SMIC), a firm founded by the Taiwanese in 
2000, has led China’s rapid catch-up to 
near the technological frontier in process 
technology. sMic now competes with Sin- 
gapore’s Chartered as the third largest 
pureplay foundry (firms which fabricate 
chips based on customers’ designs). The 
key to SMIC’s success is its engineering 
management team composed of Taiwan- 
ese and returnee engineers with decades 
of fabrication experience in Taiwan, Sin- 
gapore and the U.S. These engineers in 
turn have trained hundreds of educated 
but inexperienced local engineers. 

Ethnic Chinese networks are equally 
active in other areas of IT. Taiwanese firms 
have embraced a strategy of using main- 
land China in addition to Taiwan as the 
foundations of their core competencies, and 
they are consequently building up their 
R&D capabilities in China. Given the com- 
mon cultural background, this movement 
of R&D facilities is a natural cross-border 
expansion for Taiwanese corporations. 
Some large technology firms, such as Hon 
Hai and Inventec, have even openly pro- 
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Chery is the perfect example of an independent local firm rapidly cap- 
turing market share with lower quality but cheaper vehicles . 


claimed their intention to become “Greater 
China” firms rather than simply Taiwanese 
firms. Inventec, a major producer of note- 
book computers, calls its Greater China 
strategy the “Twin Towers” strategy and 
has its entire software team of 3000 engi- 
neers in China. 

U.S. utility patent data demonstrates 
the extent of bamboo network-driven in- 
novation in China. Between 1997 and 
2004, firms from the ethnic Chinese econ- 
omies combined with those founded by re- 
turnees created 503 of China’s 616 IT 
corporate U.S. utility patents. In contrast, 
the domestic firms including the major 
Chinese champions that get so much press 
in the West, such as Huawei and Lenovo, 
contributed only 11. 

The impact of the bamboo network is 
not limited to the technology sectors. In the 
automotive sector, returnees from abroad 
are at the core of some of the fastest devel- 
oping independent firms. Chery began pro- 
ducing cars in 1999 and only four years 
later had achieved annual sales of 80,000 
vehicles. In March 2007, Chery was in the 
No. 2 sales position, behind Shanghai Gen- 
eral Motors. The company epitomizes the 
broader trend of early success being lever- 
aged into investment in research and de- 
sign. These efforts revolve around returnees 
with extensive experience working in mul- 
tinational auto firms, who were able to har- 
ness local talent and push the development 


process forward far more quickly than 
would otherwise be the case. 


Globalizing Innovation 


IN THE PAST, when advanced industrial 
countries were fraught with concern about 
the “hollowing-out” of their manufactur- 
ing bases, it was assumed that at least re- 
search and development would not be 
outsourced, as companies often preferred 
to keep core, value-added R&D activities 
at home. Nevertheless, the rising cost of 
R&D in advanced industrial countries, the 
growing availability of high quality R&D 
personnel in parts of the developing world 
and a newfound ability to harness infor- 
mation technology to divide up research 
and design activities—what has been called 
the “death of distance”—have all changed 
the calculations of multinational firms. 

China is particularly well suited to take 
advantage of this trend towards the global- 
ization of research and design. This is part- 
ly because in the 1990s the Chinese 
government used the lure of the domestic 
market to force multinationals to transfer 
technology and establish design centers 
there. This explanation however should not 
be overstated. Multinational firms are quite 
skilled at placating the Chinese govern- 
ments with R&D centers that are little more 
than empty shells. What has proven to be 
more important are the internal incentives 
for MNCs to locate research and design ac- 
tivities in China. 

Indeed, during the process of luring 
multinationals into China, firms began to 
realize how much China had to offer in 
terms of cheap, trainable science and en- 
gineering talent. The sheer numbers are 
impressive. In 2000, China had 220,000 
engineers graduating from its universities. 
In comparison, the U.S. and the Eu-15 to- 
gether had less than 240,000 engineering 
university graduates (fewer than 60,000 
from the U.S.). The price is also right. The 
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salary of a Chinese electrical engineer is 
roughly one-tenth the salary of an Ameri- 
can one. While it is true that many Chinese 
engineers are not experienced or efficient 
at the outset, the large majority of foreign 
firms can testify that these engineers, par- 
ticularly the younger ones, 
are trainable. A large pool 
of trainable engineering 
graduates earning low sal- 
aries, combined with in- 
formation technologies 


Foreign firms 


bring in skills 





tial design centers in Shanghai. PATAC, a JV 
between General Motors and the Shanghai 
Auto Industry Corporation, is the most ad- 
vanced automotive design center in the 
country playing an increasingly important 
role in General Motor’s success in China. 
Although initial invest- 
ments in auto sector de- 
sign were made to support 
local customers, they have 
been integrated into global 
design networks, A recent 


capable of linking foreign that then spill GM sUV was jointly de- 
design centers with head- ; signed by engineers in 
quarters in a home coun- over into _ Canada, the U.S., Japan, 
try, make China a highly a ee _ and China. Furthermore, 
attractive location for re- indigenous firms. the existing R&D centers 


search and design. 

In short, multinational 
firms stumbled into something of a virtu- 
ous cycle in China: they came for the mar- 
ket, discovered good (if inexperienced) 
technologists and engineers at a very at- 
tractive price, and they began to utilize 
this new talent for increasingly sophisti- 
cated research and design work. The hope 
is that these new capabilities will increase 
both local and global competitiveness. 

In the information technology sector, 
interviews with technologists in 33 for- 
eign firms with R&D activities in China, 
including eight ethnically Chinese firms, 
revealed that these firms had trained over 
20,000 Chinese engineers by 2004. This 
number far exceeded the 3,000 engineers 
doing actual R&D in domestic firms. More- 
over, many of these R&D engineers moved 
from final design work (design for manu- 
facturing) to more technologically sophis- 
ticated applied research and even basic 
fundamental research. 

Similarly, in the automotive sector, it is 
increasingly common to find global firms 
exploiting design capabilities in China. In 
2004, a total of 55 foreign-funded automo- 
tive technical centers operated in China. 
Visteon, Delphi and Bosch all have substan- 


are serving as a demon- 
stration effect encourag- 
ing other MNCs to invest in R&D in China. 


Sowing the Seeds 


THE MULTINATIONAL firms that invest in 
China not only create capabilities to sup- 
port their own operations, they also create 
capabilities that can then be used by indig- 
enous Chinese firms. The foreign-invested 
firms provide a training ground for local 
engineers and managers, and these skills 
spill over into the local economy as em- 
ployees move on to join other firms or to 
start their own businesses. 

The clearest manifestation of this trend 
is in flows of human capital. In the auto 
sector, for instance, relatively few domes- 
tic firms have the resources to lure talent 
from abroad, but all the major independent 
firms have the capability to lure personnel 
away from joint venture projects. Geely, 
one of the most successful private auto 
firms in China, is staffed at all levels with 
personnel from joint ventures. At the level 
of mid-level engineer, recent estimates 
show half of the 300 person design center 
with a joint venture background—the next 
best thing to a returnee from abroad is a 





person with foreign experience in China. 

A relatively recent phenomenon is the 
emergence of spin-off design firms. In the 
mobile phone industry, for example, doz- 
ens of firms founded by locals trained in 
MNCs have been created to design phones 
for the domestic market, including China’s 
largest mobile design firm, Techfaith, 
founded by ex-Motorola engineers. In both 
Beijing and Shanghai, teams of engineers 
have left the Jv design centers that they 
were trained in to create separate design 
houses catering to the independent Chi- 
nese auto firms that have little design ca- 
pabilities of their own. 

The presence of foreign-invested firms 
is also valuable because they provide im- 
mediate solutions as suppliers of key com- 
ponents. Rather than be forced to 
laboriously create capabilities across the 
board, these new indigenous firms can 
choose which capabilities they are going 
to focus on, and outsource the rest to for- 
eign firms with strong technical capabili- 
ties. There is a danger of dependency in 
this strategy, but it does allow for much 
more rapid development than would oth- 
erwise be possible. 

It is critical for companies and coun- 
tries to understand the implications of 
China’s new, global path to development. 
Domestic Chinese firms are not set to re- 
order industries in the manner of Japan’s 
world-class firms in the 1970s and 80s. 
Rather than China’s own companies, the 
operations of MNCs and smaller firms 
linked both to bamboo networks and Chi- 
na’s foreign-invested sector represent Chi- 
na’s competitive challenge to the world. 

The global nature of China’s techno- 
logical development has several important 
implications. First, China’s technonation- 
alist goals, most recently highlighted by 
government calls for indigenous innova- 





tion, will be frustrated by China’s techno- 
globalist success. Chinese nationalists 
should stop wasting public monies on 
these fruitless efforts and instead embrace 
the global links that are driving China’s 
technological development. While re- 
specting China’s growing capabilities and 
insisting that it lives up to its wTo obliga- 
tions, when technonationalist planners in 
Beijing try to circumvent them, foreign 
governments (the Pentagon in particular) 
and companies alike should not mistake 
China’s technonationalist ambitions for its 
readily realizable goals. 

Second, the ties binding China to the 
global economy are likely to create a differ- 
ent set of political tensions than the rise of 
Japan did. Domestic fights over trade with 
Japan tended to be intra-sectoral. With 
China, the economic “threat” is our own 
companies exporting from or offshoring 
progressively high skilled activities to Chi- 
na. In this case, the domestic political fight 
is closer to a traditional clash between labor 
and capital. 

Third, new trade tensions will require 
new political solutions. Rather than shift- 
ing resources and employment to more 
competitive sectors—the American answer 
to the Japanese challenge—the new politi- 
cal solution to preserve trade will have to 
address the concerns of the progressively 
larger sections of the population affected 
by economic engagements with China. 
Part of such a solution should consider tak- 
ing China’s challenge seriously and to in- 
crease investment in innovative capacities 
at home in order to guarantee a prosperous 
future for the home society. Just as China 
is increasing its investment in R&D and ed- 
ucation of its people, advanced economies 
need to increase domestic investments in 
education and R&D to meet the Hnlgue 


challenges of China’s rise. 4 








Korea’s Path to Brand Creation 


by Dae Ryun Chang 


S THE SO-CALLED BRIC countries 
like China and India rush to gain 
acceptance as viable economic en- 
tities, a key business engine for sustainable 
growth will be the development of global 
brands. Both countries may boast remark- 
able economic success, but there is still a 
notable absence of recognizable Chinese 
and Indian brands especially in the foreign 
marketplace. 

For instance, not a single brand from 
either country rated mention in Inter- 
brand and BusinessWeek’s list of the top 
100 Global Brands by value in 2006. Of 
course, this list was dominated by the 
“usual suspects” such as Coca Cola, Mi- 
crosoft, Louis Vuitton and Toyota. Recent- 
ly, however, brands from one Asian 
country, namely South Korea, have begun 
to join this elite club. Samsung, LG and 
Hyundai are now fully entrenched among 
the “big boys,” and their rankings ar- 
e steadily climbing. 

For China and India, Korean brands 
serve as good role models, because their 
winning formula is much easier to emulate 
compared to Western brands. Many of the 
current issues facing Chinese and Indian 
brands mirror the early experiences of 
those Korean brands. Whereas many U.S., 
European and Japanese companies have 
spent decades managing their brands, Ko- 
rean firms see brand management as a rela- 
tively new concern. Thus the “footsteps” 
that Korean brands have made on their 
path to success can still be readily traced 
and followed. So what are the key lessons? 

Companies invariably follow an evolu- 
tion in terms of how they understand 
brand management. In stage one, firms in 
developing countries commonly conceive 
of a brand as just a name for the product. 





This view is not entirely misplaced be- 
cause the “brand name” itself is important, 
but of course brands are more than just a 
“name.” 

In Korea, as recently as 20 years ago a 
cottage industry of old-school name ex- 
perts located in Seoul’s Tongindong neigh- 
borhood used to apply fengshui principles 
to choose names for company products, 
just as if they were choosing names for 
children. Companies would then pre-reg- 
ister hundreds of these “good” names to 
make sure they preempted their competi- 
tion from using such “fortune-laden” 
brands. This practice is now all but dead. 

In stage two, companies begin to attain 
a sense of brand and corporate identity. 
This is when companies first appreciate 
the physical look and meaning of a brand. 
They begin to hire corporate identity con- 
sulting firms to align the brand design and 
brand concept. 

For Korean brands, a key mantra has 
been to globalize their corporate identity. 
For instance, in the early 1990s Korea Ex- 
plosives made itself over as Hanwha, which 
is a Shortened version of its original name. 
It exchanged its old corporate logo, which 
literally had a smokestack symbol, for one 
that was softer and brighter. This strategy 
reflected Hanwha’s diversification from 
heavy industry alone to consumer retailing 
and resorts management. Last year, Han- 
wha hired a leading Egyptian-British de- 
signer, Karim Rashid, to remake the 
company yet again because of Hanwha’s 
entry into the global financial industry. 

Similar changes in branding philosophy 


oxo Mr. Chang is a professor of marketing and 
dean of the Graduate School of International 
Studies at Yonsei University. 








are taking place in China and India. When 
Legend Computer acquired 1Bm’s Think- 
pad, it transformed itself into “Lenovo.” 
Lenovo’s strategy echoes the 1990s move by 
Goldstar, which renamed itself Le (short for 
its Korean name Lucky Goldstar). LG coin- 
cidently also acquired a famous U.S. brand, 
Zenith, at the time of its name change. This 
two-fold maneuver had mixed results: The 
new name was successful and its friendly 
logo became instantly pronounceable and 
familiar all around the world, but Zenith 
never regained its past glory. Lenovo and 
LG are in different indus- 
tries but the latter’s experi- 
ence points to the need for 
self-reliance. More specifi- 
cally, there are no short- 
cuts to branding success, 
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sive, mass-produced and inferior quality. 
The key message therefore is that it takes 
a long time to build strong brands. The 
most expensive outdoor advertising space 
in Hong Kong is overlooking Victoria Har- 
bor. As people cross the ferry from Hong 
Kong Island to Kowloon, world-renowned 
brands are readily seen during the day and 
at night. For a very long time, the two key 
spaces have been occupied by Motorola 
and Samsung. Perhaps the most expensive 
outdoor advertising space in the world is 
on Times Square in the heart of Broadway 
in New York City; Sam- 
sung and LG long ago tak- 
en prominent spaces 
there. In Paris and in air- 
ports in the major cities of 
the world, Korean compa- 
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ognized acquisition. 
The last stage is accep- 

tance of the brand as a key corporate asset. 
The brand equity concept means that 
brands are worth monetary value to com- 
panies. As such, brands can be considered 
just as valuable as any other item on a cor- 
porate balance sheet. Good brand valuation 
models are able to attribute the key drivers 
of brand equity. Asian companies that are 
serious about brand equity should therefore 
avail themselves of qualified brand consult- 
ing to sort out the variables that help or de- 
ter brand building and maintenance. 


Be Patient 


PEOPLE OFTEN FORGET that for a longtime 
all Korean brands were at the bottom of 
the branding “totem pole.” Korean firms 
suffered from a very negative country-of- 
origin bias. Consumers associated Korean 
products and brands with being inexpen- 


China is expecting a 
big “bounce” for its brands 
after the 2008 Olympics, just as Korea did 
after the 1988 Olympics. It is safe to say that 
Korean brands did not immediately obtain 
the expected effect after 1988; nevertheless 
that year is commonly seen as a milestone, 
as the Korean market became liberalized to 
foreign competition. As more and more in- 
ternational firms entered Korea, local com- 
panies began to study how their foreign 
counterparts nurtured their brands. 
Procter and Gamble is renowned for its 
brand management system, and it is no co- 
incidence then that legions of former P & G 
managers are now chief marketing officers 
and, in some cases, CEOs of the best brand 
managed outfits in Korea. A similar brand- 
ing technology transfer can be expected in 
China as their nationals become trained not 
only in China but also abroad in top multi- 
national marketing companies. As for In- 
dia, in some respects the history of brand 





management is longer since their most fa- 
mous marketing concern, Hindustan Lever, 
has enjoyed a long association with Unile- 
ver. But like China, the Indian market was 
not liberalized until the early 1990s. And 
now, more importantly, the two countries 
have a budding middle class that demands 
and appreciates good brands regardless of 
whether they are local or foreign. 


Be Flexible 


BRAND MANAGEMENT IS a very fragile 
business. Even though it may take a man- 
ager’s lifetime to build a successful global 
brand, it can be easily ruined in a short pe- 
riod of time, as new brands are always 
waiting in the wings and consumers them- 
selves are ceaselessly looking for the next 
“big brand.” It is imperative therefore for 
all brands to continue to appear consumer- 
friendly. 

AmorePacific is a Korean company that 
has set its sights on becoming a top 10 glob- 
al cosmetics company in the next decade. 
What makes AmorePacific’s success most 
noteworthy is that it competes in the glob- 
al “high touch” industry as opposed to the 
“high tech” industry. Its strategy does not 
conform to any conventional global brand 
model. In each market, the company has 
been careful to adapt to the local branding 
conditions. 

For instance, in China, AmorePacific 
has taken advantage of the widespread ap- 
peal of the Korean wave and used Jeon Ji- 
Hyun, star of the popular movie “My Sassy 
Girl” as its main advertising spokesperson. 
In the U.S. it has initially relied on public 
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relations and buzz created by editorial men- 
tions in fashion magazines such as Vogue 
and W. It also has a flagship store that dou- 
bles as a day spa located in SoHo, New York 
City, where its clientele can experience the 
brand in a holistic manner. In Korea, the 
firm still relies on door-to-door distribution 
for some of its most luxurious brands since 
it realizes that local consumers demand 
more personalized cosmetic consultation. 

Samsung has recently become the jersey 
sponsor of the Chelsea football team in the 
English Premiership. This partnership with 
the current FA Cup champion has brought 
unprecedented marketing side benefits to 
Samsung. Chelsea’s multinational team in- 
cludes star players from the United King- 
dom, the Ivory Coast, Ghana, Germany, the 
Ukraine, the Netherlands and France, just 
to name a few. The games are televised back 
to these countries and along with them the 
Samsung logo, creating great visibility for 
the Korean electronics giant among not 
only existing markets but also future ones. 

These endeavors create a more consum- 
er-friendly “touchpoint” for the brands. 
Conventional communication media such 
as mass advertising are cost efficient but 
limited in terms of their ability to evoke 
personal interaction with consumers. In 
contrast, on-site brand touchpoints can en- 
gage both loyal and new consumers. 

The ultimate lesson that even Korean 
companies are still in the process of learn- 
ing is that brand management is hard. To 
join the exclusive “A-list” of global brands, 
companies must invest time, money and 
the best people to build and maintain their 
brands. E 
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CHARM OFFENSIVE: 
HOW CHINA’S SOFT POWER 
IS TRANSFORMING THE WORLD 
by Joshua Kurlantzick 
Yale University Press, 320 pages, $26 
NG eta BP 


Reviewed by KERRY BROWN 


EFORE THE DECISION on its 
first bid to host the Olympics in 
1993, China realized, perhaps for 
the first time, that its international im- 
age was a disadvantage. Memories of the 
Tiananmen Square massacre of 1989 were 
still fresh. The Dalai Lama was winning 
the hearts and minds 
campaign hands down. 
And China seemed to be 
constantly in the news for 
human-rights violations. 
Its response on questions 
like Taiwan or Tibet was 
usually defensive and for- 
mulaic. A public-relations 
company was employed at 
the time to try to help the 
P.R.C. improve its image. 
But with the failure of the 
bid by two votes to Sydney, 
the shutters came down. 

In the era of spin, how- 
ever, few countries can avoid trying to 
control their image. And as Joshua Kur- 
lantzick makes clear in this book, China’s 
more recent efforts have been affected by 
two major issues. 

Firstly, the international reputation of 
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the United States has taken a nose dive 
since 2000. Mr. Kurlantzick refers to a 
raft of surveys among other Asian na- 
tions that show that U.S. influence has 
dipped to crisis levels. Even staunch allies 
such as Thailand and the Philippines now 
view the new, unilateralist, “pre-emptive 
strike” America with a mixture of fear and 
distaste. In the space of a few years, U.S. 
President George W. Bush and his stal- 
warts have erased much of the goodwill 
America had painstakingly built up over 
the previous half century. 

Secondly, with its new economic clout, 
China can, in fact, wage soft diplomacy 
wars. Through the aid it 
now gives to African and 
Asian countries, the cul- 
tural diplomacy conducted 
through an ever growing 
number of Confucius Insti- 
tutes and its deft political 
footwork on multilater- 
al entities like the Asso- 
ciation of Southeast Asian 
Nations and the United Na- 
tions, China is able to pro- 
mote the message that it is 
a modern, forward-looking, 
dynamic nation, and that its 
economic success is not just 
good for China but for the world. 

The results of China’s new image make- 
over are most striking in Asia and Africa. 
Far from being a terrifying, overbearing 
threat, China’s new economic might is 
seen as a source of Asian pride, and, insome 
places such as Cambodia and Laos, a poten- 
tial template for development. The Beijing 
model with heavy state involvement is at- 
tractive to some countries that have been 


thrown to the mercy of pure market forces 
over the last few years and now want to be 
able to exert more control. In Africa, Chi- 
na’s search for energy and resources has led 
it into strategic relationships with countries 
such as Tanzania and Zambia. China is the 
biggest investor in South Africa. 

In some areas, this has taken China 
beyond its traditional mantra of “non in- 
terference in the internal affairs of other 
countries” to playing a constructive, pro- 
active mediating role. It has been crucial 
in the Six Party talks with North Korea, 
applying much-needed pressure, and fre- 
quently getting Pyongyang back to the 
negotiating table. It has sent peacekeep- 
ing troops to East Timor. It is one of the 
few countries with enough clout in Bur- 
ma to force the military leadership there 
to change policy sometimes. 

But before we get too carried away with 
the new China filling our airwaves, we 
have to remember that at the heart of any 
PR campaign there has to be a reasonable 
kernel of truth. The U.S., in the words of 
veteran China journalist Jonathan Mirsky, 
was able to build its image on the simple 
fact that it was a liberal democracy with a 
phenomenal record of invention and inno- 
vation, a pluralistic and open system that 
carried the beacon for the main ideologi- 
cal currents of the last century or so. This 
inspired people inside and outside the U.S. 
What are the positives that China’s current 
campaign draws on? 

It remains, when all is said and done, a 
one-party state, with a poor record in press 
freedom, major issues of corruption, well 
documented human-rights abuses, and a 
still struggling legal infrastructure. As Mr. 
Kurlantzick makes clear in his final chap- 
ters, the problem with Chinese investment 
and aid is that those receiving it are all too 
often dealing with entities that are almost 
completely under the control of the Chi- 
nese government. Chinese companies, for 
instance, no matter how privatized they 
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might appear, are almost always beholden 
to the Chinese state. This radically impacts 
their ability to achieve even basic standards 
of corporate social responsibility. Fun- 
damental] things such as their sharehold- 
ing structure and ultimate ownership are 
not open to scrutiny the way they are with 
Western companies. 

Whether China can really convince the 
outside world that its current efforts are not 
just a strategic ploy, but instead represent 
a genuine change in China itself, is a ques- 
tion that will be answered in the years and 
decades ahead. Mr. Kurlantzick finishes his 
book with a series of suggestions on how 
the U.S. might be able to get back to where 
it was in the 1990s. But there is a sense that 
China’s size and impact now are so great 
that, far from performing to our expecta- 
tions, it might be able to actually change the 
parameters of these expectations and start 
devising a new form of internationalization. 
In that event, China could become a true 
player in the global culture of the 21st cen- 
tury. We shall just have to wait and see. 


THE NORTH KOREAN ECONOMY: 
BETWEEN CRISIS AND CATASTROPHE 
by Nicholas Eberstadt 
Transaction Publishers, 

346 pages, $39.95 
aati, Meteo sien 


Reviewed by BIANCA BOSKER 


CCORDING TO THE D.P.R.K.’s 
Central Statistics Bureau, North 

Korea’s population reached 20.96 
million in 1990. In 1991, the bureau deter- 
mined North Korea’s population was, once 
again, 20.96 million. Several years later, in 
1994 and 1996, it seems the statisticians 
couldn’t decide: two population estimates 
were given for each year—21.51 million and 
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21.36 million in 1994, then 22.11 and 21.97 
million two years later. 

These peculiar statistics highlight the 
difficulty of answering the most basic ques- 
tions about North Korea, a nation more 
than half a century old that has yet to pro- 
duce a single statistical yearbook. Accord- 
ing to author Nicholas Eberstadt, given that 
concrete quantitative data on the D.P.R.K. 
is unavailable, unreliable, or in some cases 
“utterly fantastical”—a product of a self- 
imposed “statistical blackout” since the 
1960s—analysis of North Korea often de- 
generates into a “semiotic exercise” that re- 
lies on “intuition, perception, anecdote, and 
inductive reasoning.” 

Despite the chal- 
lenges presented by Kim 
Jong Il’s iron curtain, 
Mr. Eberstadt manages 
to present an in-depth 
and thorough portrait of 
North Korea’s economy, 
rooted, wherever possible, 
in hard data. This is culled 
from a range of sources, 
including NGos, banks, 
government records, Mr. 
Eberstadt’s own calcula- 
tions, and the Pyongyang 
administration itself. A 
Henry Wendt scholar in 
political economy at the American Enter- 
prise Institute and author of three other 
books on Korean affairs, Mr. Eberstadt is 
well-equipped to tackle the strange beast 
that is North Korea. 

Based on the information he has pains- 
takingly pieced together during more than 
15 years of research, the author concludes, 
not surprisingly, that North Korea’s econ- 
omy is in rough shape. Pyongyang has yet 
to repay a single loan (in 1990, the De- 
fense Intelligence Agency estimated the 
D.P.R.K. owed over $6 billion), per capita 
exports fell to just over $30 in 2000 from 
almost $100 in 1990, and at least 1,000 of 
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the once-promising South Korean business 
ventures in the North had gone bankrupt 
by 2005, leaving approximately 40 South 
Korean enterprises still in operation. 

Mr. Eberstadt’s book lacks cohesive- 
ness, since it is actually a series of essays, 
but throughout the disparate sections he 
tells the story of nation whose economic de- 
cline is not the result of bad luck, a hostile 
marketplace or poor planning, but rather 
the outcome of Pyongyang’s “distinctively 
formulated and unremittingly implement- 
ed” fiscal policy, an autarkic model based 
on Kim I] Sung’s principle of “self-reliance” 
(juche) and Kim Jong Hs directive to build 
a “powerful and prosper- 
ous state” while pursuing 
“military-first politics.” 
The government’s eco- 
nomic policy has system- 
atically de-industrialized 
the nation, eschewed 
reform and suppressed 
economic growth by di- 
verting resources from 
the consumer sector to 
the military in order to 
protect the power of the 
Kim regime. 

Although to external 
observers the North Ko- 
rean economy is a train 
wreck, Mr. Eberstadt argues that if regime 
stability is the ultimate end goal of the na- 
tion’s fiscal policy, then given the longev- 
ity of the North Korean state, the D.P.R.K’s 
economy and economic strategy may not 
be such failures after all. In other words, 
in a country whose policies are often dis- 
missed as the half-brained concoctions of a 
“pygmy” (as U.S. President George W. Bush 
once called Mr. Kim), there may actually a 
method to the madness. 

But Pyongyang hasn’t avoided a total 
system collapse on its own. Rather, Mr. 
Eberstadt posits that international aid to 
North Korea has tipped the scales in en- 
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suring the Kim regime’s survival. By aid- 
ing North Korea during times of weakness 
and crisis, the United States, South Korea, 
and other aid contributors have prolonged 
the lifespan of their own worst enemy, 
guaranteeing that the world will suffer the 
effects of North Korea’s two major inter- 
national exports: “strategic insecurity and 
military menace.” Mr. Eberstadt writes: 


Those foreign monies have not only fi- 
nanced the continuation of the Kim Jong 
Il regime, they have also sheltered his 
economy against domestic and external 
pressures for reform.... More than they 
might care to realize, the future of the 
D.P.R.K. lies in the hands of those neigh- 
boring states whose official aid and sus- 
tenance is helping to keep that dangerous 
and dysfunctional regime alive. 


While Mr. Eberstadt tries to illuminate 
the situation on a divided Korean penin- 
sula through familiar comparisons with 
former East and West Germany, as well 
as China-Taiwan cross-Strait relations, he 
also introduces a comparison of his own, 
arguing that North Korea may be an exam- 
ple of a nation plagued by “imminent but 
averted collapse,” much like the Ottoman 
Empire during the Gallipoli campaign of 
1915-16. Although Ottoman forces were 
nearly out of ammunition and already 
steeling for surrender, the British flotilla, 
which needed only a final attack to achieve 
victory, suddenly retreated and halted 
their offensive. With their shipments of 
crude oil and grain, foreign governments 
and aid organizations may be repeating 
the British army’s blunder of failing to rec- 
ognize its enemy’s weakness and impend- 
ing surrender, propping up a state on its 
last legs instead of letting it topple. 

Yet Mr. Eberstadt does not adequate- 
ly flesh out the consequences of refusing 
North Korea this much-needed food, en- 
ergy, and monetary assistance. First, there 
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is the human-rights issue: Could the inter- 
national community have justified with- 
holding grain shipments while D.P.R.K. 
citizens suffered from famine? Moreover, 
Kim Jong Il may be a problem, but few of 
the great powers are eager to see his re- 
gime collapse tomorrow. The downfall of 
the D.P.R.K. might do away with North Ko- 
rea’s nuclear saber-rattling, but some ex- 
perts have predicted a grim scenario that 
includes civil war and serious regional in- 
security. Samuel Kim, in an essay for the 
REVIEW published in November 2006, es- 
timated the cost of rescuing the North Ko- 
rean economy at between $250 billion and 
$3.5 trillion, and predicted the southward 
migration of impoverished North Korean 
refugees might spark a second civil war 
or cause the downfall of South Korea’s de- 
mocracy. Given these dire consequences, it 
is understandable that many South Koreans 
dread the collapse of Kim’s regime. 

The author proposes his own solution, 
which also appeared in the pages of this 
journal in March 2005. Given the charac- 
teristics of North Korean society, includ- 
ing relatively advanced levels of literacy, 
urbanization, and life expectancy, the way 
forward for the North might be to embrace 
a communist government based on a more 
conventional form of Marxist-Leninism, 
or what the author terms “ordinary Stalin- 
ism.” This “ordinary Stalinism” must not be 
confused with China’s “socialism with Chi- 
nese characteristics,” for Mr. Eberstadt dis- 
misses the latter alternative as unsuitable 
for North Korea’s predicament. Fundamen- 
tal differences between post-Maoist China 
and present-day North Korea—including 
the instability of Pyongyang’s economy, its 
level of industrialization, and its insistence 
on “military first politics’—would make it 
impossible for Pyongyang to successfully 
replicate China’s economic opening. 

While Mr. Eberstadt’s book is clearly ex- 
tensively researched and offers one of the 
more revealing portraits of the North Ko- 


rean economy, it was already out-of-date 
at the time of publication. The opening 
chapter was drafted almost 15 years ago, in 
1993. Although he attempts to account for 
the book’s outdated nature by including 
an “Update 2006” in certain sections, the 
book omits some of the more recent and 
significant developments in North Korean 
affairs—the 2006 missile crisis, for exam- 
ple, Kim Jong II's eight-day visit to China 
that year, or the rise of markets along the 
China-North Korea border, where private 
enterprise is beginning to take root. The 
book would also have benefited from an 
additional round of revisions to eliminate 
some of the repetition. 


EURASIAN CROSSROADS: 
A HISTORY OF XINJIANG 
by James A. Millward 
Columbia University Press, 
352 pages, $40 





Reviewed by ILARIA MARIA SALA 


EFORE THE SOVIET UNION came 
B into being, Xinjiang was for cen- 

turies a land of encounters, a cul- 
tural corridor for goods, ideas, religions 
and peoples. Then the Sino-Soviet rift 
created an impassable barrier through the 
Pamir mountains, so that for a few decades 
Xinjiang became a cul-de-sac, a place left 
behind by the gigantic rivalry played out 
by Moscow and Beijing. 

Since the collapse of the U.S.S.R., as five 
Central Asian republics emerged along the 
Chinese border and China opened itself to 
trade, Xinjiang has once again become a 
major gateway through which trade can 
flourish, diverse people meet, and where 
unexpected geopolitical loyalties are 
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shaped. Today, it is the ultimate border- 
land: Many languages are spoken, and the 
greatest variety of human physical features 
can be observed. Goods from all over the 
world change hands in open-air bazaars, 
and opportunities abound for all. 

According to James Millward, the es- 
sence of Xinjiang is its peculiar “between- 
ness.” A huge territory slightly bigger than 
Iran that has its feet solidly in Central Asia, 
today it is ruled from Beijing. But can China 
hold on to it? 

In spite of the fact that Chinese pro- 
paganda adamantly insists that it has al- 
ways been part of the Han empire, and 
that Xinjiang, like Tibet or Taiwan, is an 
“inalienable part of China,” Mr. Millward 
details that from the end of the cosmopol- 
itan Tang dynasty (in 907) until the con- 
quests of the Qianlong Emperor in the 18th 
century, Xinjiang was not ruled by China. 
This is just one of many commonly held 
wrong assumptions that this text dismiss- 
es in a scholarly fashion. Xinjiang is an 
area where “historians have proven more 
powerful than armies,” and to this day the 
historiographic propaganda that has insis- 
tently “played down the military character 
of Chinese penetration of Central Asia” has 
gained the upper hand. 

Mr. Millward calls this an “overview” 
of Xinjiang’s history, but this is much too 
modest a claim for a text that narrates in 
detail both the ancient past and the mod- 
ern era in a way that has not been at- 
tempted before. The book spans economic 
developments and religious history, inter- 
ethnic relationships and political and mili- 
tary conquests. Other recent books, such 
as Chris Tyler’s Wild West China, make 
for easier general reads, but the scope and 
depth of Mr. Millward’s latest text is un- 
matched. The history of this troubled land 
is explored here in all its facets, with eru- 
dition and a singular ability to summarize 
other scholarly works in a way that is both 
accessible and informative. 
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The reader is taken from the Stone 
Age and the mysteries still surrounding 
the mummified remains of the “Beauty of 
Loulan” and other Tokharians (found in 
the Taklamakan, a Central Asian desert, 
and dating back about 5,000 years) to the 
contemporary skyscrapers, railway con- 
nections and political sloganeering that 
have made the urban centers of Xinjiang 
so similar to any other part of China. It is 
a breathtaking ride, which brings us up 
close to emperors and warlords, generals, 
khans, idiquts, imams and khagans, no- 
mads and farmers, entrepreneurs, dissi- 
dents, acrobats and Party 
cadres. 

As a written history of 
this still little known yet 
crucial region, the book 
is highly valuable. As an 
analytical tool for under- 
standing the current con- 
tradictions and hardships 
faced by Xinjiang and its 
inhabitants, however, Eur- 
asian Crossroads leaves 
the reader with a lingering 
taste of incompleteness. 

The reason for this is 
hard to pin down. Mr. Mill- 
ward is at his best when de- 
tailing the intricacies of Qing history, the 
fallacy of the concept of the “tribute sys- 
tem,” and the shrewdness of the Chinese 
government in affirming itself as one of the 
main power brokers in Central Asia with 
the creation of the Shanghai Cooperation 
Organization (which regrouped China 
and the post-Soviet Central Asian repub- 
lics). The horrors that occurred during the 
Great Leap Forward and the Cultural Rev- 
olution come alive with important, rarely 
read details. He does not shy away from 
mentioning how in the past few years the 
ancient oasis towns of Xinjiang have been 
destroyed, their centuries-old architec- 
ture razed to the ground to make way for 


Reviews 





skyscrapers and shopping malls. And yet 
he sanguinely concludes that “it is in the 
nature of cities to change.” The fact that 
the wholesale destruction of a unique and 
ancient architectural heritage has hap- 
pened not as part of a “natural” urban evo- 
lution, but through an act of prevarication, 
is ommitted. The local population, mostly 
Uighur (Xinjiang’s main ethnic group, Is- 
lamic and Turkic speaking), has no say in 
how, or if, they want their cities to be rede- 
signed, and have no chance to participate 
in the decision-making process. 

Yet, in many other passages Mr. Mill- 
ward explains that, in spite 
of the promised “auton- 
omy,” the Uighurs face a 
project of assimilation. He 
shows that the accusations 
of “terrorism” and “Is- 
lamic terrorism” leveled 
by the Chinese govern- 
ment against some Uighur 
groups are spurious. But in 
an effort to remain above 
the fray and avoid becom- 
ing “a Chinese nationalist 
or a Turkic nationalist,” 
the book does not delve 
deeper into the serious po- 
litical repression and hu- 
man-rights abuses that are taking place in 
the region, in spite of the copious informa- 
tion available. 

Mr. Millward seems to leave some im- 
portant words unsaid: maybe striving to 
remain impartial, or maybe because it is 
difficult to reach clear-cut conclusions 
over events that are still unfolding. “Xin- 
jiang is the homeland of many people,” he 
concludes. “Whether different peoples can 
agree that Xinjiang is a common homeland 
for all who live there, as opposed to an ex- 
clusive stage for one group or another, will 
depend on how they choose to understand 
and use the region’s history. It will depend 
still more on how they grasp the present 





and future, and how they choose to treat 
each other and the environment of Xinji- 
ang.” Yet, in today’s Xinjiang, some people 
have much more choice than others. 


THE KING’S LAST SONG 
by Geoff Ryman 
HarperCollins, 480 pages, $19.50 





Reviewed by RON GLUCKMAN 


HE ONGOING TRAGEDY of Cam- 
bodia, a tortured nation that has 

yet to heal from decades of war 
and auto-genocide, extends to its litera- 
ture. Most of it centers upon the deadly 
rule of the Khmer Rouge, or revels in the 
glory era of the ancient Khmer culture, 
which peaked nearly a millennium ago. 
On the time between, or upon other top- 
ics, little has been written. 

Then there are the forgettable scribblings 
of an endless procession of aid workers. One 
of the few standouts is Ron Poulton, a Mon- 
treal native who arrived with the United 
Nations Mission in the 1990s, and made a 
credible stab at detective fiction with Bat- 
tambang, set in that city during the waning 
years of French rule. 

Now comes The King’s Last Song from 
another Canadian, Geoff Ryman. He man- 
ages to break the mold, even as he writes 
about Cambodia’s glorious Khmer years 
and the recent decades of war. Utilizing 
an elaborate dual plot line that admittedly 
frays in places, this is nonetheless a depar- 
ture from what has come before, for both 
Cambodia and the author. 

A celebrated writer of fantasy, Mr. Ry- 
man’s credits include worlds of his own 
creation (a future populated by lesbian po- 
lar bears) and odd settings. He says he has 
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been obsessed with Cambodia for decades. 
The nation inspired Mr. Ryman’s The Un- 
conquered Country, published in 1986—a 
full 14 years before he set foot there. A new 
novella, Pol Pot’s Beautiful Daughter, about 
ghosts of Khmer victims haunting Num- 
ber One’s daughter, has been nominated 
for a 2007 Hugo Award. 

Clearly, Cambodia has gotten under his 
skin. This book vibrates with shimmering, 
subtle, dead-scary observations of what 
makes the place tick, and tremble. 

The hugely ambitious novel follows 
two plot lines, essentially mysteries sep- 
arated by nearly 900 years, bound by the 
recent discovery of an ancient text that 
reveals riddles of the earlier time. Vol- 
umes of long-buried gold-scripted scrolls 
are found in the vicinity of the world-re- 
nowned Angkor temples, detailing the 
life of King Jayavarman VII, Cambodia’s 
most revered ruler and builder of Angkor’s 
greatest structures. 

Turned over to a French linguist who is 
immediately kidnapped, the deciphering of 
the ancient scrolls and the search for schol- 
ar are the premise of the modern section. 
This provides a window to the past, as ar- 
cheologist Luc Andrade translates texts; 
unveiling chapter after chapter of colorful 
court intrigue about the Khmer empire, 
then among the world’s mightiest. 

The search for Luc propels the modern 
plot, but only on the surface. As Mr. Ryman 
fills in detail on Luc’s various colleagues, 
he spins a nightmarish and irresistibly ac- 
curate tale of the last few tangled decades 
of Cambodian history. 

The historical sections are, in strictly 
literary terms, more ambitious. Mr. Ry- 
man not only had to research and retell 
ancient legends, but fill in sizeable gaps in 
the record. In this, he shows his skill as 
a fantasy writer, scripting a death scene 
for King Suryakumara. History is vague 
on Jaya VII’s time among the Chams (in 
present-day Vietnam). Mr. Ryman makes 
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him a prisoner of war, wed to a slave wife 
who conceives an unusual son, providing 
many surprises. Likewise Jaya’s romance 
with Queen Jayarajadevi, inspiration for 
many of the magnificent Angkor temples. 
“Curiously enough,” Mr. Ryman confides, 
his version “was flavored by the love story 
between [current Cambodian prime min- 
ister] Hun Sen and his wife Bun Rany.” 

The ancient legends offer substantial 
material, which this author mines expert- 
ly. His elaborate descriptions add enor- 
mous depth to genuine accounts of a vast 
empire that conquered much of Southeast 
Asia, only to vanish mysteriously. Still, 
engaging as the ancient epic was, I kept 
turning pages to get back to the modern 
sections. 

This is the real measure of Mr. Ryman’s 
accomplishment—considering how much 
we have read about the Khmer Rouge, 
most fictional accounts are doomed to cli- 
ché. This Cambodia is populated by tor- 
mented ex-soldiers, good girls pressed into 
sin, amputees, unwitting killers, and all the 
rest we’ve seen so many times before. Still, 
all come across convincing. That’s because 
Mr. Ryman brings them to life in ways that 
define, like no other novel, the misery that 
is the essence of Cambodia. 

“You could very easily meet William,” 
is the opening line of the book, introduc- 
ing a most likeable Cambodian who we 
have, in fact, all met. He’s the English- 
speaking guy who meets boats or buses, 
offers rides or advice, and asks nothing. 
With his notepads stuffed full of business 
cards, and friends in Phoenix, Frankfurt 
and Sheffield, he’s the understated, ambi- 
tious, embraceable child of Cambodia we 
all befriend. 

If William, motorcycle driver and Luc’s 
gofer, is likeable, Map, the mean-spirited 
guard, is positively terrifying. “You would 
meet Map easily as well,” he writes. “Or 
rather, you would not be able to escape 
him.” Veteran of all the armies that rav- 


aged this land, Map lost what was left 
of his humanity and reason after a close 
friend was injured in a bomb blast. That 
friend survives only because Map feeds 
and cares for him. But Map is dispatched to 
another front, returning to find his friend 
gone. Nobody will say where. At gunpoint, 
a clerk concedes that they left him to die. 
Map blows his brains out. 

Map’s relationship with William is dif- 
ficult. While wearing Khmer Rouge colors, 
Map murdered William’s parents. William 
doesn’t know, but the awkward effort at im- 
possible reconciliation encapsulates Cam- 
bodia’s tortured steps towards healing. 

“T loved Map, the character,” Mr. Ryman 
tells me. “Too much so. Chapters from his 
point of view threatened to overwhelm the 
book. He was such a dark figure, so given 
to explosions of violent rage or anguished 
remorse that he made the book much dark- 
er than I wanted it to be.” 

Bloody, bitter, gloomy, gritty, Cambodia 
oozes through The King’s Last Song. It’s an 
epic tale that captures not only the grand 
scope of Khmer glory, but the darkness left 
behind by war. 


HOW CHINA GROWS: 
INVESTMENT, FINANCE, AND REFORM 
by James Riedel, Jing Jin and Jian Gao 

Princeton University Press, 
222 pages, $39.95 
wo 


Reviewed by ANDREW BATSON 


VERY MONTH, WITH monoto- 
nous regularity, China’s econom- 
ic statistics paint a picture that 

would be the envy of any other developing 
nation: strong exports, rising consumer 


spending, and vast numbers of compa- 


œo Mr. Batson is a Beijing-based reporter for The 
Wall Street Journal. 
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nies so confident about the future that 
they are building new factories and hir- 
ing more workers. With equal regularity, 
economists and commentators tell us that 
this rosy picture conceals an enormous ar- 
ray of problems: rising trade frictions, an 
inexcusably undervalued currency, bank 
lending that is out of control and looming 
overcapacity in many industries. 

The most common diagnosis is that 
China’s economy is “unbalanced.” The 
three-legged stool of its Gpp leans too 
much on exports and investment, and too 
little on consumption. All 
those exports and invest- 
ments may be helping 
fast growth today, the 
argument goes, but they 
can’t be relied on for to- 
morrow. Export markets 
can change or be blocked 
by trade wars, and build- 
ing all those factories 
won’t do you any good if 
consumers aren’t buying 
the products. 

This argument is taken 
seriously at very high lev- 
els of the Chinese govern- 
ment, which has declared 
its national policy to be a 
“transformation of the economic growth 
model” based on expanding consumer 
demand. James Riedel, an economist at 
Johns Hopkins University’s School of Ad- 
vanced International Studies, takes issue 
with some of its bigger claims. With two 
Chinese co-authors, he has written a con- 
cise and thought-provoking examination 
of China’s economic policy that puts the 
much-maligned role of investment, rath- 
er than consumption or exports, at center 
stage. 

“There is no basis for suggesting that 
domestic consumption can replace in- 
vestment as the main source of long-term 
growth,” the authors write. Over the long 
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term, they argue, economic growth de- 
rives from technological progress and 
higher productivity. And investment— 
think research and development spending, 
or buying more computers and advanced 
machinery—is what drives that kind of 
progress. China has had a lot of invest- 
ment, but also a lot of technological prog- 
ress, they argue, taking issue with studies 
that show only low rates of productivity 
growth despite the dramatic transforma- 
tion of the economy in the past 30 years. 
And if China wants more, it needs to con- 
tinue investing. 

The problem now is ef- 
ficiency. In the past, China 
could get away with a fair- 
ly inefficient allocation of 
resources because it had 
plenty of them: mainly, a 
vast pool of underused la- 
bor in the countryside. 
That won’t last forever, as 
farmers are becoming ur- 
- ban workers at an acceler- 
ating pace. So the authors 
argue that there needs to 
be more attention given to 
improving how the finan- - 
cial system pools savings 

and channels them into de- 
serving investments. Much of the book is 
devoted to a sometimes technical exam- 
ination of the machinery of corporate fi- 
nance in China: the banking system, bond 
market and stock market. 

Mr. Riedel and his co-authors appear 
to have finished their manuscript in late 
2005, though the book was only published 
this year. Inevitably, in a fast-changing 
country some parts of their analysis are 
now out of date. For instance, the section 
that says a lack of investor confidence has 
crippled the stock market’s fund-raising 
role reads a bit strangely in mid-2007. Af- 
ter along bull market, Chinese authorities 
are now focused on containing investor 
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The “rebalancing” of the Chinese economy toward domestic 


demand would have little bearing on productivity gains. 





enthusiasm for stocks and can’t line up 
companies to sell shares fast enough. 

A perhaps more serious flaw is that the 
book doesn’t fully elucidate the implica- 
tions of its thesis for current government 
policy, much of which is now focused on 
managing investment and stimulating 
consumption. In a recent telephone con- 
versation and email exchange, Mr. Riedel 
spelled out how his thinking has evolved 
in the interim. “There may be good reason 
for the government to promote domestic 
consumption spending, but replacing in- 
vestment as an engine of growth is not one 
of them,” he said. 

Indeed, it’s not hard to find reasons for 
why the government might want to shift 
how much weight it puts on each of the 
three legs of exports, consumption and 
investment. At the moment, for instance, 
stronger domestic consumption could help 
provide an alternative source of demand 
for China’s many export manufacturers. 
Giving such a cushion to exporters could 
then allow the government to increase the 
value of the yuan more rapidly and thereby 
release some of the current political and 
trade pressure from the U.S. 

But Mr. Riedel said he sees this kind of 
“rebalancing” in China’s economy as fun- 
damentally a short-term strategy, with 
little bearing on productivity gains need- 
ed for long-term growth. He also worries 
about unintended consequences from the 
heavy-handed administrative measures 
being used to implement it. Mr. Riedel 
would prefer to emphasize structural re- 
forms to the financial system that improve 
efficiency in the whole economy. “My view 
is that the focus should be on fixing the 
system, not redressing the short-term 
manifestations of the system,” he said. 

This is not a radical prescription. Mr. 
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Riedel readily acknowledges that financial 
reform is already high on China’s agenda. 
And it’s worth noting that for all the ver- 
biage that has been spilled about the prom- 
ised shift toward consumption and away 
from investment and exports, there’s little 
sign yet of it actually happening. Incomes 
and consumption are growing quickly, but 
exports and investment are still growing 
much faster, at rates officials have called 
unsustainable. 


MISHIMA’S SWORD: TRAVELS IN 
SEARCH OF A SAMURAI LEGEND 
by Christopher Ross 
Da Capo Press, 272 pages, $26 





Reviewed by MICHAEL JUDGE 


HEN I FIRST moved to Japan 
W \ in the early 1990s I met a young 
Yukio Mishima scholar who said 


to me, with all sincerity, “You cannot know 
Mishima until you read him in Japanese as 
a Japanese. He is our Keats—the poetry of 
his language, on the page and in the air, is 
beyond compare.” 

Like many literary-minded foreigners 
who move to Japan, I had developed some- 
thing of an obsession with Mishima, yet 
found it difficult to appreciate his prose, 
which seemed to me full of fascinating de- 
tail and tension, but somehow exclusionary, 
impenetrable—anchored in compulsion and 
obsession. The minor characters seemed to 
be mere playthings for the usually emascu- 
lated and sado-masochistic protagonist. 


wo Mr. Judge, a free-lance journalist, is an ad- 
junct professor at the University of Iowa School 
of Journalism and Mass Communication. 


Was this intentional? A scathing criti- 
cism of Japan’s conquered postwar soci- 
ety, replete with schoolyard bullies and 
would-be emperors? Or was it deeply, if 
not pathologically, autobiographical—the 
work of a narcissist who, as Gore Vidal 
once said, had but one subject: himself. 

As time went on and as I realized I 
would never master Japanese, either spo- 
ken or written, my interest in Mishima the 
writer waned. It was Mishima the suicide, 
the samurai wannabe, the right-wing fa- 
natic who trained with Japan’s Self-De- 
fense Forces and eventually stormed the 
sDF headquarters in Tokyo where he com- 
mitted seppuku (ritualistic suicide) that 
became the object of my fascination. 

Later, this fascination also waned, and 
as I grew older I began to consider him not 
a minor writer but rather a manifesto writ- 
er who traded his pen for nihilism, person- 
al obsession and notoriety, a kind of butch, 
fascistic Truman Capote in his own kabu- 
ki play—a self-loathing homosexual who 
eventually murders himself in a highly 
stylized, yet fundamentally self-deluded, 
statement about modern Japan. 

These two Mishimas—the effeminate 
writer and the ultramacho militant—are 
the subject of Christopher Ross’s inter- 
esting and compelling new book, Mishi- 
ma’s Sword. Mr. Ross, a British journalist 
who speaks and reads Japanese, is a stu- 
dent of Japan and of its martial arts, most 
notably kendo, the Japanese art of sword- 
fighting. Indeed, what separates this book 
from other books written on Mishima (a 
fine bibliography of Mishima titles and bi- 
ographies can be found at the back of the 
book) is Mr. Ross’s memoirist approach to 
his subject matter. 

On one level, the book is about the au- 
thor’s quest to find the actual sword used 
to end Mishima’s life on Nov. 25, 1970, at 
the age of 45. But on another, equally fasci- 
nating level it is about the author’s quest to 
understand his own path into the martial 
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arts, and more specifically, the parallels he 
sees in Mishima’s life and his own. 

The book is structured, loosely, in two 
parts: the first dealing with the author’s 
attempt to come to terms with Mishima 
the man, and the second with the actual 
search for the sword used in Mishima’s 
poorly executed seppuku. Interspersed 
throughout are flashbacks to the final 
days and hours leading up to the bloody, 
and somewhat pathetic, events of Nov. 25, 
1970. 

But it is Mr. Ross’s insights into Mishi- 
ma’s literary eccentricities and his exten- 
sive research into Japan’s martial arts, the 
history and variation of the samurai code 
and the art of Japanese sword-making 
that make up the backbone of the book. 
Mr. Ross does most of his research the old- 
fashioned way, by hitting Tokyo’s narrow 
streets, hanging out in bars, chasing down 
leads and wearing out shoe leather. 

The result is a lineup of curious char- 
acters, including long-in-the-tooth Asia 
hands, bar owners, swordsmiths and 
various shady characters from Japan’s 
underground gay scene and right-wing 
fringe. Mr. Ross takes his reporting so 
seriously that he dons a fundoshi (Jap- 
anese loin cloth) to gain entry to a gay 
S&M club to interview a man who claims 
to have dated Mishima several times in 
1965. The dates consisted mainly of role 
playing (e.g., “he wanted me to wear my 
high-school uniform the second time we 
met”). Most bizarre were the seppuku 
fantasies, where Mishima would have 
his young suitor play the role of kaishaku 
(the assistant in a seppuku who cuts of 
the head of the principal). According to 
Mr. Ross’s source, Mishima did not like 
to engage in any form of sex, conventional 
or otherwise, but instead would climax 
when the fantasy reached the point of his 
beheading, as he lay “dying.” The whole 
affair, he says, was choreographed down 
to the finest detail: 
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Mr. Ross does not see Mishima as a gateway into 





He would write out a death poem.... And 
oddest of all, he pulled a huge length of 
red cloth from his briefcase. What’s this? 
I asked him before we started. “Blood,” he 
said. “Blood and guts.” 


It is the information mined from these 
face-to-face interviews that is most valu- 
able. Mishima spent a lifetime transform- 
ing himself from a frail, effeminate boy 
into a pseudo samurai, a warrior with no 
war to fight except the war within to live 
up to his distorted view of Japanese mas- 
culinity. 

Donald Richie, perhaps the West’s lead- 
ing Japan scholar and a Mishima acquain- 
tance, puts it thusly in an enlightening 
interview with Mr. Ross: 


In a way he was postmodern even before 
the idea of postmodernism had been ar- 
ticulated. He believed there was nothing 
fixed about a human personality. That you 
might, by exercising your will, make your- 
selfinto nearly anything. This was the only 
reality. The reality you make for yourself. 
You needed to fashion a mask, one which 
would fit. Mishima struggled hard to find 
a persona in which he felt comfortable— 
like a man in search of a perfect suit of 
clothes. 


Mr. Richie is generous in his choice of 
words. Mr. Ross, however, recognizes the 
undeniable genius of Mishima the writer, 
but attributes it, at least in part, to an obses- 
sive-compulsive personality that may have 


the soul of Japan, but rather as a tragic figure. 


been affected by a form of “mild autism” or 
a related condition “somewhere on the As- 
perger’s Syndrome spectrum where there 
is often a very limited range of themes ac- 
companied by major literary talent.” 
What is most refreshing about Mr. 
Ross’s insights is his obvious compassion 
for Mishima the man and his refusal to 


buy into Mishima the myth. In the end, 


Mr. Ross does not see Mishima as a gate- 
way into the soul of Japan, but rather as 
a tragic figure who thrust his own inade- 
quacies and fantasies on the nation he was 
born into. He writes: 


Mishima claimed that the feminine side 
of Japan, displayed in the arts of ikebana 
and the tea ceremony...had been deliber- 
ately stressed since the American occu- 
pation.... One way to think of this is that 
Mishima was simply projecting his own 
problems and concerns onto the nation. 
He was obliged to struggle to become a 
man, having been brought up as a sensi- 
tive, feminized girl-boy, a mother’s boy, 
soft and intelligent but as unphysical as 
one can imagine. So instead of being satis- 
fied with developing his own muscles and 
martial skills he felt himself compelled to 
insist on the same preoccupation for Ja- 
pan as a whole. 


Does the author eventually find Mishi- 
ma’s sword? You'll have to read the book 
to find out. The author’s journey—and the 
insights gleaned along the way—is well 
worth the price of admission. Li 
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THE REVIEW LIST OF THE BEST ASIAN FOOD BOOKS 


W 


HAT MAKES A great Asian food book? First of all it has to be about more than 
just food. Because what is food but the axis around which all other aspects of 
a culture revolve? From shopping for the ingredients to holding the utensils, 
cooking and eating a foreign cuisine offers a tactile entry point into another world. Our 
criteria for choosing the 10 culinary masterpieces here was simple: not just great recipes 
and great pictures, but an evocation of what the food means to its creators. So when you 





come back from your summer holiday, you can let the flavor linger on. 


LAND OF PLENTY: 
AUTHENTIC SICHUAN RECIPES 
PERSONALLY GATHERED IN THE 
CHINESE PROVINCE OF SICHUAN 
by Fuchsia Dunlop 
W.W. Norton, 395 pages, $30 
Sewn eee 
FOR THOSE OF us who worship at the altar 
of the huajiao, the mouth-numbing prick- 
ly ash peppercorn, Fuschia Dunlop is our 
high priestess. Initiated 
into the inner mysteries 
when she became the 
first foreigner to study at 
the Institute of Higher 
Cuisine in Chengdu, she 
now spreads the faith to 

the wider world. 

Somehow this book 
manages to satisfy both 
the complete neophyte and the Sichuanese 
afficionado, offering the basic instructions 
on chopping technique, for instance, as 
well as an exegesis on the finer points of 
vinegars. Ms. Dunlop not only tells us how 
to make Sichuan’s zhong shui jiao, the lo- 
cal boiled crescent-shaped dumplings, she 
also recounts the legend of its invention by 
a street peddler Zhong Xiesen in 1893, and 
tells you where to find his shop today. 

If you love Sichuan food, chances are 
you will also like Hunan food, which is al- 
most as fiery. Ms. Dunlop’s Revolutionary 
Chinese Cookbook: Recipes From Hunan 
Province should be next on your list. 
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THAI FOOD 
by David Thompson 
Ten Speed Press, 672 pages, $40 
Seno 

DAVID THOMPSON IS more interested in 
teaching, not telling, his readers how to 
make Thai food. With several chapters on 
Thailand’s gastronomic history, he paints 
a vivid portrait of Thai cuisine, exploring 
its roots, evolution, cultural significance 
and regional variation so that cooks will 
understand not only how to prepare Thai 
meals, but why it’s done the way it is. 

Don’t expect to find European or Latin 
gustatory sensibilities sullying the classic 
Thai flavors—you’ll 
have to go elsewhere 
for wiener schnitzel 
pad thai. Believing 
Thai cookery reached 
its apex at the end 
of the 19th century, 
when haute cuisine 
could be found most- 
ly in the courts of 
the upper class, Mr. 
Thompson attempts to record the ancient 
recipes of Thailand’s nobility before they 
are forever lost to the creep of modern- 
ization or the rush of globalization. 

The result is a virtual encyclopedia of 
recipes that aren’t always easy, but are con- 
sistently worth the effort. Thai Food is per- 
fect for a true food connoisseur or a cook 
who doesn’t mind a bit of a challenge. 
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THE LAST CHINESE CHEF 
by Nicole Mones 
Houghton Mifflin, 288 pages, $24 





FOLLOWING ON THE heels of her bestselling 
Lost in Translation, Nicole Mones’s latest 
novel tells the story of a recently-widowed 
food writer, Maggie McElroy, who goes to 
Beijing after learning of a 
Chinese paternity claim 
against her dead husband’s 
estate. While in China, 
Maggie must also write 
a profile of Sam Liang, 
a third-generation Chi- 
nese chef competing for a 
spot on the national cook- 
ing team. Although Ms. 
Mones’s characters are compelling, food 
takes center stage as the novel explores 
the intricacies, mysteries and tragedies of 
Chinese cuisine. Drawing on her experi- 
ence writing for Gourmet magazine and 
running a textile business in China after 
the Cultural Revolution, Ms. Mones pens 
mouth-watering descriptions of sumptu- 
ous feasts as she explains how the dishes 
satisfy more than just hunger. A delightful 
summer read that should be digested with 
baozi and oolong tea close to hand. 





MANGOES AND CURRY LEAVES: 
CULINARY TRAVELS THROUGH 
THE GREAT SUBCONTINENT 
by Jeffrey Alford and Naomi Duguid 
Artisan, 416 pages, $45 
Sen 
PART TRAVELOGUE, PART ethnographical re- 
search, part photo album best sums up this 
work. You'll find a recipe for cachoombar, a 
tomato and cumber salad, nestled between 
a description of morning rituals along the 
Ganges and a profile of a Ladakhi baby girl 
in Nepal. A vegetable dish is introduced 
with a tale of Nepalese weddings. Framing 
each recipe in this way—with photographs 
and travel tales that draw from the authors’ 


personal experiences in South Asia—every 
dish becomes a story. The nuanced flavors 
of each curry, salad and chutney illuminate 
the people and places of Bangladesh, India, 
Nepal, Pakistan and Sri Lanka. The heat of 
chiles, lime, and garlic in a sambol recalls 
warm summer afternoons in Sri Lanka; a 
plate of pomfret in coconut evokes Mrs. 
Asha Abraham’s kitchen in Kerala, India; 
and silky Goan pudding highlights a bit 
of history, melding local ingredients with 
cooking techniques left over from the Por- 
tuguese. For those interested in Southeast 
Asian cuisine, Hot Sour Salty Sweet, anoth- 
er coffee table cookbook from Mr. Alford 
and Ms. Duguid, also merits a look. 


BLUE GINGER: EAST MEETS WEST 
COOKING WITH MING TSAI 
by Ming Tsai and Arthur Boehm 
Clarkson Potter, 288 pages, $32.50 
asnan 
IN HIS FIRST cookbook, Ming Tsai, a favor- 
ite among fusion diners, shares some of his 
brilliant tips and insights into the art of 
East-West cooking. His 
genius and creativity 
lie within his playful 
reinterpretations of 
humble ethnic dish- 
es, transforming them 
into worldly and ele- 
gant meals by blending 
the best flavors from 
both worlds. One can 
hardly tell if it’s a Western dish with East- 
ern characteristics or an Eastern dish with 
Western characteristics. In chapters de- 
voted to soups, dim sum, rice and noodles, 
seafood, birds, meat, “over the top” dishes, 
sides, oils, dips, and seasonings and des- 
serts, Ming Tsai and Arthur Boehm pro- 
vide recipes, pictures and exclusive tips to 
show how one can prepare unfamiliar in- 
gredients to create sensational dishes with 
big flavors. Be forewarned: Most of the fa- 
mous recipes are very intricate and com- 
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plex, often requiring a variety of wines, 
sauces and exotic spices. But one can also 
find simpler dishes that are equally inven- 
tive and classy—the prosciutto and Asian 
pear maki, for example, which only calls 
for a handful of ingredients and straight- 
forward preparation. Any single recipe 
can be mastered in the home kitchen and 
is sure to earn you high praise. 


THE BREATH OF A WOK: UNLOCKING 
THE SPIRIT OF CHINESE WOK COOKING 
THROUGH RECIPES AND LORE 
by Grace Young and Alan Richardson 
Simon & Schuster, 256 pages, $35 
nasan 
GRACE YOUNG’S EARLY attempts at wok 
cooking ended poorly, with burnt pans and 
stir-fries that tasted of metal. But one after- 
noon in New York’s Chinatown, she learned 
the secret to properly sea- 
soning her pan. The rev- 
elation initiated her to 
the world of the wok and 
sparked a desire to un- 
cover the hidden life and 
untold stories of a cook- 
ing vessel that has been a 
pillar of Eastern cuisine 
for over two millenia. Her quest took her 
to illegal Hong Kong dai pai dong (cooked- 
food stalls), a jiaozi (dumpling) party with 
novelist Amy Tan and an inter-generation- 
al “wok-a-thon” in San Francisco. She has 
since returned from her explorations and 
along with Alan Richardson presents what 
is likely the world’s first biography of a cook- 
ing utensil. Only after explaining the wok’s 
birth, life, temperament, uses and crafts- 
men, developing in readers an apprecia- 
tion for this remarkable object, the authors 
present a spectacular collection of recipes 
culled from master chefs around the world. 
The range of the dishes highlight the ver- 
satility of the wok, which can be used for 
braising, boiling, poaching, steaming, deep- 

frying and, of course, stir-frying. 
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HARUMI’S JAPANESE COOKING: 
MORE THAN 75 AUTHENTIC AND 
CONTEMPORARY RECIPES FROM JAPAN’S 
MOST POPULAR COOKING EXPERT 
by Harumi Kurihara 
HP Trade, 160 pages, $27.95 
aSa 
HARUMI KURIHARA’S ENTHUSIASM is infec- 
tious, which explains why she is known as 
a “one-woman cooking empire” and Japa- 
nese Martha Stewart. Her cookbook offers 
an unintimidating intro- 
duction to the tastes, 
textures and table man- 
ners of Japanese cuisine. 
After a quick debriefing 
on tableware (variation, 
variation, variation) and 
presentation (keep the 
food varied, seasonable 
and pretty), Ms. Kurihara turns to her 
true passion—the meals. Her recipes run 
the gamut from the traditional—featuring 
a section on sushi and Japanese tea—to 
the experimental—such as an East-meets- 
West risotto seasoned with Japanese 
parsley and chrysanthemum leaves, or a 
hamburger spiced with gobo, a Japanese 
root vegetable. Ms. Harumi’s cookbook is 
the ideal introduction for Japanese-food 
novices, but will also delight more sea- 
soned chefs, who are sure to find inspira- 
tion in her fresh, inventive and flavorful 

creations. 





SWALLOWING CLOUDS 
by A. Zee 
Simon & Schuster, 315 pages, $15 

S——~e~ 
ENGAGING THE READER with numerous 
personal anecdotes, folklores and tales, 
this is not only a simple guide to learning 
to read Chinese menus, but also a witty ex- 
ploration of how we can taste the meaning 
and history of an ancient type of cuisine 
we’ve all come to appreciate yet often mis- 
understand. Mr. Zee’s thoughtful account 


July/August 2007 





of the interplay between food, language 
and culture is divided into five interludes 
and combines informative texts with play- 
ful introductions to pictographs and the 
evolution of modern-day Chinese charac- 
ters. The pictures challenge the imagina- 
tion, but are still helpful for those faced 
with the daunting task of memorizing Chi- 
nese characters in order to recognize and 
translate the array of dishes in Chinese 
menus. The book even offers some simple 
recipes towards the end, drawing lessons 
from the preceding chapters and applying 
the use of Chinese characters commonly 
seen in recipes. For a more strictly utili- 
tarian look at how to read a Chinese menu, 
consider James D. McCawley’s classic The 
Eater’s Guide to Chinese Characters. 


GREEN MANGOES AND LEMON GRASS: 
SOUTHEAST ASIA’S BEST RECIPES 
FROM BANGKOK TO BALI 
by Wendy Hutton 
Tuttle, 208 pages, $35 
nS aoan 
IN KITCHENS FROM Lombok to Ho Chi 
Minh, Southeast Asian cooks use herbs 
with “almost wild abandon,” writes Wen- 
dy Hutton, a seasoned food and travel 
writer with three previous cookbooks to 
her name. With in- 
gredients like galan- 
gal, polygonum and 
red capsicum, South- 
east Asian cuisine 
can be daunting to 
the uninitiated. But 
by including full-col- 
or photographs of ev- 
ery dish, an illustrated 
guide to ingredients and simpler, training- 
wheel recipes, Ms. Hutton promises to 
make a chef of even the greenest kitchen 
clods. In addition to classic dishes such as 
pad thai, nasi goreng and spring rolls, she 
introduces some more unusual morsels, 
including a recipe for “happy pancakes 





and pork and prawns,” a favorite Vietnam- 
ese street food, and beef satay spiked with 
a splash of brandy. Harmonizing the four 
fundamental flavors of Southeast Asian 
cooking—hot, sour, salty, sweet—each dish 
is delectable, but uncomplicated, and guar- 
anteed to produce a delicious feast. 


INTO THE VIETNAMESE KITCHEN: 
TREASURED FOODWAYS, 
MODERN FLAVORS 
by Andrea Nguyen 
Ten Speed Press, 344 pages, $35 





WHILE MOST COOKBOOKS open with poet- 
ic descriptions of delicious meals shared 
with delightful company, Andrea Nguyen’s 
collection of authentic Vietnamese recipes 
begins with war and 
a photo of a tattered 
orange notebook. 
This well-worn 
recipe book, one of 
the few possessions 
the author’s moth- 
er brought with her 
after she fled Viet- 
nam for American 
in 1975, served as the book’s inspiration, 
as Ms. Nguyen recalls how her mother’s 
handwritten recipes became the means for 
her family to preserve its Vietnamese heri- 
tage in a new country. With introductions 
recalling family excursions to California’s 
Little Saigon, brother-in-law Quan’s ad- 
dition for dua gop (a kind of pickle), and 
Older Sister Thien’s gift for barbecue, Ms. 
Nguyen’s cookbook reads like a memoir 
chronicled through food. This personal 
element only adds to the superb quality of 
the dishes, which range from favorites like 
pho (beef noodle soup) and banana blos- 
som salad, to grilled trout hand rolls and 
moon cakes, the grande dame of Eastern 
desserts. Each one will delight the novice 
cook, impress the experienced chef, and 
tickle the taste buds. 1 | 
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ULTIMATE DIPLOMACY 
by Jonathan Haagen 


N A BALMY Saturday morning in 
Tianjin, Happy Rat, a corn-rowed 
college student from Xinjiang, 
took the field with his rookie team of eth- 
nic minority Muslims, Air Kazak. On the 
other side of the overgrown grass field at 
Da Dang Stadium, Tianjin Speed, made up 
of students from Tianjin Sports University, 
waited at their end zone for Air Kazak to 
pull the disk. Sporting a lucky tiger claw 
necklace, Happy Rat let fly. China’s very 
first National Ultimate Frisbee Tourna- 
ment was officially underway. 

To the casual observer, the May com- 
petition might have appeared more like an 
informal get-together than a professional 
tournament. Knee-high patches of weeds 
sprouted up on much of the field, and sev- 
eral teams dropped out or juggled their 
rosters shortly before play began. Play 
was notably more sluggish on Sunday; the 
result of Frisbee-themed drinking games 
the night before, and in the end, the four 
foreign teams claimed the top four spots 
at the tournament. 

However, all of these belied how ex- 
traordinary the event truly was. In the 
past, China’s adoption of foreign sports has 
almost always come from the top down, 
with the government forming support or- 
ganizations. Western television broadcasts 
have played a huge role in expanding the 
popularity of football and basketball. 

Ultimate Frisbee, by contrast, has been 


œ Mr. Haagen works for China Daily out of 
Beijing and contributes regularly to the Econo- 
mist Intelligence Unit and China International 
Business. 


spread by young foreigners actually living 
in China, looking for a community similar 
to the one they enjoyed in college. Since it 
originated on American campuses in the 
late 1960s, Ultimate Frisbee has always 
placed a large emphasis on the social and 
communal aspects of the game. “I think it 
really got off the ground here as a way for 
foreigners to meet each other,” suggests 
Beijing resident Zahlen Titcomb, a former 
Ultimate Frisbee star at the University of 
Chicago. “You are an expat in China. You 
can either do this, or go to a bar.” 

Ultimate Frisbee combines the nonstop 
movement of soccer with the aerial pass- 
ing of football, as two teams of seven play- 
ers each try to score by catching a pass in 
the opponent’s end zone. From the sport’s 
expatriate origins, Ultimate has started to 
crossover to students from Chinese uni- 
versities. The national tournament saw 
four Chinese teams—the aforementioned 
Air Kazak and Tianjin Speed along with 
Haidian’s Hangtime and the Tianjin Ul- 
timate—face off against four expatriate 
teams hailing from Beijing, Shanghai and 
Hong Kong. “We learned about Ultimate 
from foreign friends here in China,” ex- 
plained Nick Liu, a Sports-English major 
at Tianjin Sports University. “Now we are 
teaching the game to our friends.” 

Mr. Liu and his classmate Wang Yuesh- 
eng, the tournament organizers, are at the 
forefront of the movement to popularize 
the sport. “Our university lets us use a field 
and gives us a couple of disks, but we do 
not get any funding,” says Mr. Wang. “It’s 
up to us to do the rest of the work.” Ulti- 
mate’s Chinese crusaders range from peo- 
ple like Messrs. Liu and Wang, who have 
successfully set up six teams in Tianjin 





over the past five months, to fellow sports 
university student, Zhao Zhiming, who 
first translated the rules of Ultimate Fris- 
bee into Mandarin during the SARS crisis 
in 2003. “Really, the sport is becoming 
popular because of guys like Happy Rat,” 
says Jennifer Brown, a player for Beijing’s 
foreign team. “He played with us once and 
had a good time, so he went back to his 
university and started a whole team.” 

Foreigners have also taken an active 
role in making the sport 
more accessible to Chi- 
nese players. Mr. Tit- 
comb, who cofounded an 
Ultimate Frisbee appar- 
el company with his sib- 
lings, behaves more like 
a missionary for the sport 
than a businessman look- 
ing toturna profit. For the 
Tianjin tournament, his 
company helped clothe 
participants at less than 
the cost of production. He 
explains, “If it means get- 
ting more people excited 
about the sport in China, 
then that is a cost I am 
more than happy to pay.” 

Sports has long been 
a bridge across national and cultural bar- 
riers. In the early 1970s, ping pong diplo- 
macy helped normalize relations between 
China and the United States. Today, signs 
around Beijing proclaim the motto, “one 
world, one dream,” a statement of global 
unity for the 2008 Olympic Games. How- 
ever, there is no sport better suited for 
international diplomacy than Ultimate 
Frisbee. “One of the really special things 
about Ultimate is the sense of inclusion 
and community it offers,” explains Mr. 
Titcomb. “Playing the sport here in Chi- 
na, I can be sure of always having a place 
to stay when I travel to Shanghai, Hong 
Kong or anywhere with a team.” 
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Soon all of China could be hopping for Ultimate Frisbee. 


That sense of community and camara- 
derie is codified in something the Ultimate 
Player’s Association calls “The Spirit of the 
Game,” which stresses sportsmanship and 
respect for your opponents above a win- 
at-all-cost mentality commonly found in 
other competitive sports. “Ultimate is con- 
ceptually different from any other sport 
played in China,” explains Mr. Titcomb. 
“It’s nonrefereed, which puts the onus on 
players themselves to maintain the integri- 
ty of the game. Teams are 
competitive and want to 
win, but we also know we 
are going out for drinks 
with our opponents when 
the game is over.” 

The Tianjin tourna- 
ment was no exception 
to this rule, as spirited 
play on Saturday gave 
way to spirited drinking 
later that evening. Mem- 
bers from different teams 
guzzled beer out of Fris- 
bees (which can hold an 
amazing five 12-ounce 
cans), racing to avoid 
being assigned the first 
game on Sunday morn- 

ing. As Wang Yuesheng 
observed the bacchanalia, he remarked, 
“Our foreign friends teach us to play like 
Frisbee players and also to party like Fris- 
bee players.” 

Ultimate Frisbee, as a game and a cul- 
ture, is still very much in its infancy in 
China. However, its growing popularity is 
undeniable. More importantly, its ascent 
represents a brand of globalization that is 
refreshingly free of selfish or exploitative 
motives. As an old man watching the third 
place match noted when asked if he had 
seen Frisbee before, “I played with one as 
a child, but never like this.” 

“This,” he mused, “is a truly civilized 
sport.” e 
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Dragon Boat Fever 


AT HONG KONG’S annual dragon boat rac- 
es in Stanley Harbour, held last month, 
some teams exchanged the convention- 
al jerseys, plastered with corporate logos 
ranging from Beefeater to Microsoft, for 
more creative outfits. One team dressed 





$ ko bia 
as babies: pink bonnets and jumpers for 
the girls, blue bonnets and diapers for the 
boys, and pacifiers for all. The Tesco Cher- 
okees team showed up in matching black- 
and-white striped prisoners’ garb, wearing 
fake tattoos and faces painted with scars, 
their hands and legs locked into over-sized 
handcuffs. A red toy poodle, also in prison 
stripes, and two female policemen provoca- 
tively dressed in short-skirts and brandish- 
ing nightsticks, went along for the ride. 


Banned in Beijing 


THE CHINESE CENSORS have informed us 
that the March, April and May issues of the 
REVIEW have been banned in China. Nor- 
mally, we would treat such punishment as 
a badge of honor. But we are puzzled by the 
fact that one of the banning offenses ap- 
parently was the publication in May of a 
letter to the editor by a Chinese diplomat, 
Chu Maoming of the Chinese Embassy in 
Washington, D.C. Mr. Chu responded to 
a March interview with Uighur dissident 
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Rebiya Kadeer by claiming that everything 
is wonderful in Xinjiang, Ms. Kadeer is a 
criminal fabricating rumors against the 
government, and so on. 

It seems the propaganda authorities re- 
alized that Mr. Chu’s transparently ridicu- 
lous letter did their cause more harm than 
good. We never thought we’d say this, but 
if we’d known that the views expressed 
in this submission were so offensive to 
Beijing, we never would have published it. 


Aesthete’s Foot 


TT RECENTLY PURCHASED a first-edition 
copy of The Chinese on the Art of Painting, 
a classic treatise written by Osvald Siren 
and published by Henri Vetch in Peiping 
(Peking) in 1936. The book’s original own- 
er was Sir Harold Acton, the author of 
Memoirs of an Aesthete, but perhaps bet- 
ter known as the inspiration for the char- 
acter Anthony Blanche in Evelyn Waugh’s 
Brideshead Revisited. Sir Harold spent con- 
siderable time in China and became a mi- 
nor authority on Chinese art, literature and 
drama. So we were pleasantly surprised to 
find memorabilia tucked in the pages. 

In the footnotes was a calling card of a 
Chinese gentleman, on which was scrib- 
bled, “Dear Mr. Acton, Be assured that I 
shall do ample justice to your cook’s cu- 
linary art. Ever gratefully yours, Yang 
Shan Chuan.” The Yuan Dynasty chapter 
brought a receipt from “S.J. Betines & Co., 
The Oriental Pharmacy Peking,” dated 
June 30, 1937, for Mr. H.M. Acton, with 
a prescription for foot powder. It seems 
some aspects of the expatriate experience 
in China never change. 

Contributions to Travellers’ Tales can be emailed 


to tales@feer.com. Read more Travellers’ Tales 
online at www.feer.com/tales. 
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BEIJING GAMES 









CHINA'S 
ONLY PUBLICIZING 
| TS ROLE IN ONE. The world is growing impatient. While China prepares to 


host the 2008 summer games, its failure to stop the 
Sudanese government’s slaughter in Darfur remains 
shamefully unacceptable. As Sudan’s chief diplomatic 
Sponsor, major weapons provider, and largest foreign 
investor and trade partner, China has more power than 
any other nation to convince Sudan to halt the violence 
and stop blocking UN peacekeepers. Yet, China continues 
to strengthen its economic and military ties with Sudan. 
How many more will die in Darfur before China acts to 
end this tragedy? 
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There are 193 countries in the world. d 
None of them are energy independent. 


So who's holding whom over a barrel? 
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The fact is, the vast majorit 
the few €nergy-producing nations that won the 


So if energy independence is an unrealistic goal, how 
does everyon 

a world of rising demand, supply disruptions 
disasters, and unstable regimes? 


True global energy security will be a result of 
cooperation and engagement, not isolationism. 
When investment and expertise are allowed to 
flow freely across borders, the engine of innovation 


is ignited, Prosperity is fueled and th 
available to ever i 


balancing the n 


is as crucial as increasing supply and curbing 


demand. Only then will the world enjoy energy 
“3 Ppeace-of-mind. 





Succeeding in securing energy for everyone doesn’t 
have to come at the expense of anyone. Once we all 


start to think differently about energy, then we can 
truly make this promise a reality. 
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THE ‘MADE IN CHINA’ 
STIGMA SHOCK 

KenDeWoskin, professor 
emeritus at the University of 
Michigan and consultant with 
PricewaterhouseCoopers in 
Beijing, warns that the new dis- 
trust of Chinese products feeds 
into a global trend toward protectionism. 
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l 4 CARE AND FEEDING 
OF THE U.S. CONSUMER 
Jack Perkowski, founder and 
CEO of a Chinese automotive 
parts conglomerate, considers 
whether the relationship be- 
tween Chinese producers and 
American consumers has been 
poisoned by recent product-safety scandals. 
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CHINA AND THE 
SUBPRIME SCORPION 
Daniel H. Rosen, principal of 
China Strategic Advisory, a 
New York-based consultancy, 
says the U.S. subprime woes 
will hit China but that the cri- 
sis could have a long-term posi- 





tive effect on the Middle Kingdom’s economy. 


23 


CHINA MOCKS THE 
OLYMPIC SPIRIT 

Wu’er Kaixi, a student leader 
during the 1989 Tiananmen 
Square protests, says that on- 
\ | going human-rights violations 
and oppression in China make 
é i a mockery of the Olympic spirit 

that aims for peace and unity among people. 











VER CLIMATE CHANGE 
Syun-Ichi Akasofu, founding 
director of the International 
Arctic Research Center at the 
University of Alaska, sounds 
off on global warming alarm- 
ists and the danger of policies 

based on science fiction. 


32 
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DEPOLITICIZING 
COMFORT WOMEN 
Masahiro Matsumura, a pro- 
fessor of international poli- 
tics at St. Andrew’s University 
in Osaka, says that foreigners 
must step back and allow the 
) Japanese people to debate the 
comfort-women issue among themselves. 
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VOTING FOR CHANGE IN 
THAILAND AND JAPAN 

Pasuk Phongpaichit and Chris 
Baker foresee a surge in pro- 
Thaksin support in the up- 
coming elections in Thailand. 
Douglas Turner, CEO of DW 
Turner, Inc., and blogger To- 
bias Harris chronicle Shinzo Abe’s blunders. 


43 


VIETNAM: BEYOND 
FISH AND SHIPS 
Jago Penrose, a Hanoi-based 
consultant, Jonathan Pincus, 
chief economist at the UNDP, 
and Scott Cheshier, a doctoral 
candidate at Queen Mary Uni- 
versity of London, identify the 
next growth steps for Vietnam’s economy. 
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from the E D I T () R 


N HIS RECENT book China Shakes the World, Financial Times 

reporter James Kynge noted that he experienced a sea change 

in his work as Beijing bureau chief—instead of world news in- 

uencing China all the time, events within China began to have impli- 

cations for people elsewhere. When Beijing goes on an infrastructure 

spending spree, the world’s scrap metal prices shoot up, and thieves 
start stealing manhole covers all over the world. 

In some ways the last couple months have been a return to the old 
paradigm. The subprime meltdown in the U.S. has shaken world mar- 
kets, including the trading of Chinese stocks in Hong Kong. As Dan 
Rosen write in this issue, the direct impact on China has been limited, 
because of its financial institutions’ small holdings of subprime debt and 
capital controls that insulate the mainland economy from the contagion 
effect of financial crises elsewhere. 

Nevertheless, in the longer term, the subprime mess looks to be the 
beginning of a global re-evaluation of risk. And while China has plenty 
of domestic capital, it has also been one of the biggest beneficiaries of 
plentiful liquidity driving investment. As investors take a harder look at 
the fundamentals of Chinese companies and the hidden dangers of the 
financial system, the premium they demand is likely to rise. That could 
complicate Beijing’s efforts to rebalance the economy. 

The bigger China story of the last couple months has been the steady 
stream of revelations of faulty or even unsafe Chinese products. This is 
a prime example of how China’s newfound power to influence the world 
is taking everyone by surprise. In some sense this came as no surprise 
to those inured to stories of adulterated milk and fake medicine in the 
domestic mainland market. But nobody had anticipated how individual 
cases could create a snowball effect, changing the global perception of 
Chinese exports. As Ken DeWoskin writes, it has created a stigma on 
the “Made in China” brand that could provide a convenient excuse for 
politicians to adopt protectionist measures. 

Jack Perkowski, founder of a mainland conglomerate which special- 
izes in automotive parts, charts a way forward to save the love affairs 
between U.S. consumers and Chinese products. While Beijing is doing 
many of the right things in terms of assuring quality, it is also hitting 
back with accusations of protectionism. While this may be true, it is also 
counterproductive at this stage. Blaming the customer is never a good 
strategy. With the ability to shake the world must come a realization 
that China is going to be held to a higher standard now. 

H.R. 
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Toxic Nationalism 


IT IS IRONICAL that Mr. Sadanand Dhume 
proposes nationalism as the solution to 
contain and counter Islamism in Indone- 
sia (“Step Up the Fight Against Islamism,” 
July/August 2007). 

The effect of nationalism in nonmulti- 
cultural countries has characteristically 
been unbridled arrogance, cultural funda- 
mentalism, persecution of minorities, mob 
violence, curtailment of religious freedom 
and the absence of justice—not quite dif- 
ferent from Islamism, right? 

Only the fostering of universal values of 
justice, individual rights, freedom, harmo- 
ny and progress will help stem Islamism 
and other kinds of cultural fundamental- 
ism that are more dangerous, bigoted and 
confining than any religious dogma. 

Raynah Sivaraman 
Manila 


Yuan’s Global Impact 


JONATHAN ANDERSON’S ARTICLE provided 
a great analysis of China’s exchange-rate 
policy (“China Should Speed Up the Yuan’s 
Rise,” July/August 2007). However, it ap- 
pears conjecture to say, as a general matter, 
that China will naturally give up markets in 
the future to lower cost countries in light of 
its enormous scale and global market share 
advantages, except in labor-intensive, low- 
value assembly operations. This is more of 
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a micro question. Little would undo what’s 
already been done. However, because this 
affects basically all global economies, Mr. 
Anderson’s perspective helps in framing a 
global response to apply pressure on Chi- 
na to make larger changes to update its 
12-year-old exchange policy to make it con- 
sistent with its role as a major world trad- 
ing partner. This is not a China issue but a 
global economic issue. 
Danley B. Wolfe 
Seoul 


Pyongyang Needs Beijing 


WITH REFERENCE TO Andrew Scobell’s 
article (“Beijing’s Headache Over Kim 
Jong Il,” July/August 2007), I would like 
to suggest that North Korea would not 
have existed if China did not lend its help 
at the nick of time and sacrifice hundreds 
of thousands of its own troops more than 
half a century ago. 

Since then, Chinese have been instru- 
mental in sustaining the existence of 
North Korea, providing the regime with 
valuable economic aid and military sup- 
port. For many months, Beijing has made 
every effort to coax Pyongyang to contin- 
ue the Six-Party Talks that finally came to 
some kind of fruition recently. 

Indeed, Pyongyang is agreeing to shut 
down whatever nuclear facilities it has in 
Yongbyon. But this does not mean that they 
would halt all nuclear weapon preparation. 
After all, launching missiles and going nu- 
clear is the only trump card Mr. Kim holds. 
The North Korean nuclear saga has not 
ended yet. The world should be prepared 
for further surprises. 

Munn Zie 
Hong Kong 
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The ‘Made in China’ 
Stigma Shock 


by Ken DeWoskin 





HE SERIES OF quality and 
safety issues with Chinese- 
produced goods since 
March has attracted an 
unrelenting media focus 
which threatens to become a self-reinforc- 
ing cycle. After six months of unflattering 
attention on China’s supply chain, it is 
hardly surprising that consumer attitudes 
are shifting. 

For instance, a late August Associated 
Press-Ipsos poll found that 57% of Ameri- 
can consumers are either “not too confi- 
dent” or “not at all confident” in the safety 
of products made in China. And while 65% 
said they felt the U.S. government was not 
doing enough to assure the safety of such 
imports, about the same number, 64%, laid 
“a lot of blame” for the problem with the 
Chinese manufacturers. 

The reputational nosedive of the “Made 
in China” label poses a threat not only to 
China’s own economy and the Western 
firms that buy her exports, however. Con- 
sider that the image of perfidious foreign 
manufacturers finds a receptive audience 
with consumers who are increasingly in- 
clined to support some measure of protec- 





tion in their domestic markets. The loss of 
confidence in Chinese products then could 
have negative knock-on effects for the 
global trading system. 


The Value of Reputation 


EARLY IN ITS postwar redevelopment, 
when the quality of Japanese goods was 
not highly regarded in key export mar- 
kets, Tokyo famously invited W. Edwards 
Deming to lecture on quality. His appear- 
ances in 1950 were immediately followed 
with a widely publicized national com- 
mitment to address the quality challenge 
head-on. In the next decade, Japan 
trained 20,000 engineers in statistical 
quality control. 

The results were real and tangible. Re- 
branding “Made in Japan” to mean reliable 
quality enabled the country’s companies 
to gain global market leadership in high- 
value products from cameras to electron- 
ics to automobiles. At the peak of its 


œo Mr. DeWoskin is professor emeritus of the 
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achievement, Japan’s quality campaign 
even propelled Japanese manufacturing 
systems, the well-known quality circles, 
into the global spotlight. Not only Japa- 
nese goods themselves but the processes 
of Japanese companies became the envy of 
the world. 

Japanese companies always exported 
primarily under their own brand names, 
so the premium market value of branded 
quality was fundamental to their success. 
China, by contrast, has developed its ex- 
port base behind the relative anonymity of 
an outsourced manufacturing model. 

The difference is a question of who 
owns the problem and who is a beneficiary 
of a marketplace reputation for quality. 
China has pushed for the development of 
Chinese brands for over a decade, and 
progress is being made. Nonetheless, prog- 
ress is slow and Chinese brands occupy an 
infinitesimal piece of the export pie. In 
fact, the share of Chinese exports under 
the control of foreign-invested entities 
grew in the decade through 2005-06 to al- 
most 60%. 

The globalization of sourcing has cre- 
ated a significant distance, and an appar- 
ent lack of adequate controls, between the 
owners of brands and the controllers of 
distribution and retail on the one hand, 
and the manufacturers of goods sold to 
them under their on the other. 

This lack of controls spurred an ur- 
gent meeting in June where dozens of 
CEOs representing the major importers in 
the U.S. met to discuss the crisis. The out- 
come was a potential new body in the C- 
Suite, a Chief Import Officer, to get control 
over this threat to highly cost-effective 
supply chains that have developed over 
decades. Considering that Chinese ex- 
ports have essentially enabled and sus- 
tained a retailing revolution in markets 
like the U.S., itis difficult to calculate the 
impact and hence the level of concerns 
the cEOs of these companies feel. 


What to Do? 


CHINA HAS RESPONDED since March in 
various ways to the global media attention. 
At least from the outside, the responses 
have not always appeared coordinated, but 
they cover a wide range. After an initial 
period of denial, China has undertaken 
dramatic and highly publicized initiatives 
to address domestic shortcomings, has de- 
veloped a counterattack blaming foreign 
designs and inconsistent global standards, 
and has also undertaken specific retalia- 
tory actions against imported goods that 
Chinese officials claim are just as hazard- 
ous to their peoples’ health. 

China has also joined with relevant gov- 
ernment organs in the U.S. and Europe to 
develop positive controls in particularly 
sensitive areas, such as food and toys. Many 
of these programs have been underway for 
a couple of years, but they are getting anew 
level of attention. 

As the intensity of the quality problem 
grew, China’s response intensified as well. 
In mid August the State Council issued a 
“White Paper on Food Quality and Safety.” 
In defense of China’s food-export record, 
it notes that even Japan rated China’s ex- 
ports as the most highly acceptable among 
all of its imported foods. Even though Ja- 
pan conducted more sample surveys on 
Chinese food than that from anywhere 
else, it had the highest acceptance rate at 
99.42%. In 2006 and the first half of 2007, 
the acceptance rate of Chinese food ship- 
ments to the U.S. was 99.2% and 99.1%, re- 
spectively. In the case of the EU, the figures 
were 99.9% and 99.8%, respectively. 

However, the U.S. Consumer Products 
Safety Commission’s 2007 China Program 
Plan reports, “On average about two-thirds 
of all U.S. product recalls are of imported 
products, and the large majority of those 
products are manufactured in China.” An 
EU-wide watchdog organization similarly 
noted that 48% of all dangerous product re- 


10 FAR EASTERN ECONOMIC REVIEW e September 2007 


œv CHINA “> 


calls were for Chinese-made products, 
some 440 cases in 2006. The cpsc devel- 
oped in 2004-05 an MOU and action plan 
with China’s General Administration for 
Quality Supervision Inspection and Quar- 
antine (AQSIQ) for comprehensive coopera- 
tion on risks of hazardous product imports. 
Similarly, the EU has recently signed an 
MOU with China seeking a “roadmap” for 
safer toy imports. 

The defensive side of China’s response 
includes attaching blame to design flaws 
that are not the fault of Chinese manufac- 
turers, and claiming that China is as much 
as victim of faulty exports from other coun- 
tries as any country is a victim of China’s 
exports. Li Changjiang, director of the Gen- 
eral Administration of Quality Supervision, 
Inspection and Quarantine, is quoted in re- 
sponse to the U.S. recalls as saying, 


About 85% were directly designed by the 
American company and produced accord- 
ing to requirements of the American im- 
porter. I personally have seen some of the 
toys. There are serious problems in their 
design, so they are highly dangerous for 
children. These types of toys would be re- 
called in any country. 


Mr. Li concedes that Chinese manufac- 
turers share some responsibility for the 
defects and recalls, but he asks pointedly 
how responsibility should be divided be- 
tween the designers and the makers. 

In a series of public briefings in late 
August, Assistant Minster of Com- 
merce Wang Chao accused the U.S. of 
breaking wTo rules and refusing to give 
China a chance to have con- 
sultations on a range of 4 
measures with “a dis- g 
tinct protectionist fla- 
vor.” Mr. Wang included 
the export safety scandals 
of the last several months. 
Still, as part of a general and 
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strong new trend toward more intensive 
oversight of all manufacturing, a senior 
Chinese official announced in Washington 
recently that starting in September, China 
will require a seal on all food products leav- 
ing China showing that they have met cer- 
tain quality standards. 

Finally, the Chinese media has regular- 
ly amplified on quality problems with U.S. 
exports to China, including contamination 
of chicken feet, pork products, baby bottles, 
vitamin pills, fish oil, soybeans, and frozen 
potato slices. According to the State media, 
microscopic pine wood worms have been 
discovered by Shenzhen companies in 
wooden packaging materials sent from the 
U.S. To date, there have been only relative 
minor disruptions of U.S. exports to China, 
and there have been no reported large-scale 
recalls. But the potential for future ones is 
looming, and Chinese quarantine officials 
are certainly on the lookout. 


Assessing the Damage 


CLEARLY CHINA’S REPUTATION as a quality 
“factory for the world” has been damaged. 
In addition, significant costs may be added 
to the base of products exported from Chi- 
na, as tighter specifications, quality pro- 
cesses, and inspections are implemented to 
address consumer concerns. New 
trade regulations, driven by quality 
and safety concerns but perceived by 
Chinese authorities and manufac- 
turers are protectionist will fuel 
what are already rising trade ten- 
sions. Finally, the complex, 
fragmented, and in some 
cases highly efficient 
global distribution net- 
work of Chinese prod- 
ucts may sustain damage 
hard to repair. 
The reputational 
damage to China may 
already be severe, and 
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remedies for both the actual supply chain 
problems and China’s tattered reputation 
as a quality manufacturer may prove elu- 
sive. There are blogs on the Internet now 
dedicated to product safety and product re- 
calls, especially related to children’s prod- 
ucts. On these sites, mainstream media 
reports, government data, and rumors 
churn in increasingly influential ways, po- 
tentially impacting consumer perspectives, 
beliefs, and buying behaviors. In recent 
months several have consistently reported 
in the U.S. now, there are on average “two 
recalls every week involving potential lead 
poisoning. The products are made in China 
most of the time.” 

One point is clear. The issue has cap- 
tured the imagination of the public in the 
U.S., and apparently elsewhere, it has a cer- 
tain momentum at this point, and the ulti- 
mate direction of events is not in the hands 
of one government or another, the major 
media, or the major importers themselves. 
In fact, how elusive the remedies are de- 
pends on how much longer major problems 
continue to surface, the nature of problems 
that have been and will be uncovered, and 
the responses of the U.S. and Chinese gov- 
ernments and the major brand owners go- 
ing forward. 

It is not the quality lapses that are most 
troubling to buyers but rather intentional 
adulteration of products to increase prof- 
its—the use of DEG, lead paint, 
melamine, banned growth supple- 
ments and antibiotics, or intention- 
ally shorting clearly and precisely 
specified safety materials, whether 
lamination supplements on 
tires or fire retardants on chil- 
dren’s pajamas. Typical or not, 
the reports communicate a 
callousness to consumers 
and obfuscation of supply- 
chain links to avoid responsi- 
bility by makers, traders and 
even regulators. In the nega- 
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tive sense, obscure supply-chain links and 
undocumented transactions are taking 
full advantage of pressures to optimize 
supply chains for maximum cost savings. 
Controls to remedy the problems will add 
cost. And the perception is very damaging, 
and unfairly hurts responsible Chinese 
makers and traders. 

U.S. regulators hold importers, brand 
owners, and retailers responsible for en- 
suring that foreign-made products meet 
American safety standards. Major compa- 
nies have yet to experience the level of li- 
abilities the problems already disclosed 
will entail. At the other end of business 
scale, the threat of recalls and lawsuits 
will rip apart the dense web of small and 
medium distributors that channel much of 
China’s cheaper wares to markets around 
the globe. Large MNCs are just beginning 
to sort through the lawsuits that are aris- 
ing from China supply problems. 

The truck tire recall as well as prob- 
lems with some private label, discount 
channel products like toothpaste have 
drawn attention to the role of small im- 
porters and distributors in moving Chi- 
nese product around the world. Saddled 
with the cost of major recalls and potential 
liability suits, many of these entrepreneurs 
will vanish, and they will not easily resur- 
face in the current environment. It is dif- 
ficult to dimension their role in 

China’s overall export trade, but in 
the U.S. and Eu, in growing econ- 
omies like India and much of 

Eastern Europe, and in smaller 
importing economies it is 
likely to be significant. 
Public concern will pro- 
vide political fuel globally 
for protectionist forces, 
adding safety worries to 
existing concerns over job 
loss, civil rights, Chinese currency 
values, trade imbalances, and Asian 
security. Already, most of China’s 
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pronouncements in their own and outside 
media about the crisis tie it to protectionist 
trends, trends manifest in the growing 
number of wTo complaints, countervailing 
tariffthreats, and quality and safety related 
product blockades. 

Finally, there is the direct impact on 
China’s export growth, the issue we raised 
at the beginning. The top 10 categories of 
food exports, which we noted total $27 bil- 
lion, in terms of value, include aquatic prod- 
ucts, processed aquatic products, vegetables, 
canned food, juices and drinks, processed 
grain products, seasonings, poultry prod- 
ucts, alcoholic beverages, and livestock 
meat and chopped entrails. Highly sensi- 
tive aquatic products account for $8.5 bil- 
lion, about one-third of China’s total food 
exports. Their fate in markets now mobiliz- 
ing for tighter inspection and control is un- 
certain, and at the very least, their 
competitiveness will be impacted by the in- 
crease cost of remedies under consider- 
ation. China had voiced aspirations to drive 
high quality food-export growth, including 
to very sensitive but high paying consumers 
of organic foods. Certainly that prospect is 
clouded for the time being. 

Damage to crucial export growth is 
now part of the public discussion among 
officials. Vice Commerce Minister Gao 
Hucheng made reference to this challenge 
in late August, saying that the quality 
scandals would impact $860 billion in ex- 
ports, the fate of 500 enterprises, and over 
70,000 jobs in China. Mr. Gao argued that 
less than 1% of Chinese exports were im- 
plicated in any quality problems—a num- 
ber that is probably accurate—and he 
further noted that even with such a small 
number of problems, China will vigorous- 
ly investigate each and every case. Mr. Gao 
linked the problem to a frenzied global 
media seeking to criticize China and to the 
growing current account deficit in the 
U.S., which makes Chinese exports an 
easy and appealing target. 


sei rine manana te Anana aa 
kaimaman A panna aaan ainan 


Looking Ahead 


UNFORTUNATELY, BUT PERHAPS not co- 
incidentally, the serial scandals come at a 
time of unprecedented growth in China’s 
trade and capital movements. The country’s 
export surplus began to surge in the second 
half of 2004 and is now approaching $300 
billion per year, about 9% of Gpp. While the 
rest of the world embarks on a credit 
crunch, China is awash in liquidity and 
struggling to implement ways to reduce 
available credit and move cash out of the 
country. China’s forex reserves reached 
$1.33 trillion in June 2007, up $330 billion 
in the last eight months. 

As a consequence, protectionist senti- 
ment is growing around the world, FTA dis- 
cussions are in trouble, and wro threats 
and actions are on the upswing. In spite of 
a substantial accumulated realignment of 
the yuan against the U.S. dollar, on a trade- 
weighted basis China’s currency is actually 
losing value. So the fundamentals point to 
the surge of exports and cash inflows 
continuing for some time. 

So has China’s drive toward higher- 
value exports hit a serious bump? In ret- 
rospect, domestic supply-chain problems 
were a warning sign. But they were not ex- 
trapolated into an understanding of the 
export industries’ vulnerability. 

We now face an interesting inflexion 
point. The unexpected eruption of the qual- 
ity question forces trade officials and busi- 
ness leaders to take stock of what has been 
gained by China’s integration into the glob- 
al trading system and what is at risk should 
there be a serious disruption. This eclipses 
the technical disputes about subsidies and 
intellectual property because it tosses the 
ball into the court of the final arbiters of 
business success, the world’s consumers. It 
is a call for closer cooperation, not intensi- 
fied contention, because no one will benefit 
should a key selling point in U.S. and EU 
retail become “Not Made in China” i 
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Care and Feeding 
Of the U.S. Consumer 


by Jack Perkowski 
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T SEEMS THAT nearly ev- 
eryone in the United States 
has a bone to pick with 
China and its meteoric 
rise. Trade unions decry 
the rush of jobs out of the U.S. Environ- 
mentalists worry about the impact of Chi- 
na’s rapid industrialization. Business 
leaders, forced to compete against the 
“China price,” accuse the Chinese govern- 
ment of manipulating the country’s cur- 
rency. Human-rights advocates point to 
horrible working conditions and the use of 
prison and child labor. Even motorists re- 
sent higher gas prices which they think 
are due to China’s overconsumption of oil 
resources. With so many natural adversar- 
ies, congressmen and presidential hope- 
fuls are only too happy to play the China 
card and use it as a scapegoat for nearly 
every economic ill in America. 

But China has one important friend: 
the American consumer. He has been the 
single largest beneficiary of China’s emer- 
gence as the world’s workshop. As a result, 
the price of nearly everything the typical 
American consumer buys—from DvD play- 
ers to toys and toothpaste—has dropped 





and American consumers have responded 
with record purchases (which are the root 
cause of America’s massive trade deficit). 

But this relationship is in jeopardy. A 
flood of reports of defective goods from 
China—coupled with massive recalls by 
companies like Mattel, the world’s largest 
toy company~—have shaken confidence in 
the “Made in China” label. Whether the 
American consumer’s love affair with Chi- 
nese products ends or develops into a more 
mature, long-term relationship now de- 
pends on the way in which governments 
and businesses on both sides of the Pacific 
react to the crisis. 

Both governments need to first act re- 
sponsibly. U.S. policy makers must resist 
the temptation to use defective goods from 
China as an excuse for pushing protection- 
ist policies. However politically appealing, 
and whatever the short-term benefits, his- 
tory has shown that such policies will only 
damage the U.S. economy in the long run. 
Instead, the U.S. must enforce consumer- 
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protection laws while urging those com- 
panies selling products in the U.S. to 
ensure that their products are safe. Above 
all, the U.S. must maintain its free trade 
policies which have made it the world’s 
preeminent economic superpower. 

For its part, the Chinese government 
must recognize that the “Made in China” 
label is one of its most important assets. It 
must be protected at all costs. Exports are 
a big business for China and the U.S. is its 
largest customer. Business leaders, often 
told to listen to their clients, should take 
note that customers are now saying that 
many Chinese products are no good. Say- 
ing the customer is wrong is not a good 
business response to a problem of quality. 
It is likewise not productive to accuse 
American critics of protectionism or to as- 
sert that the U.S. media is giving in to pro- 
tectionist sentiment when it reports 
problems with Chinese goods. 

Taking corrective action is productive 
and China has several tools it can use. For 
example, it can control the granting of ex- 
port licenses. Companies that do not main- 
tain minimum standards of quality, safety 
and cleanliness could have their licenses 
revoked. Raising the bar in China by im- 
plementing more rigorous consumer-pro- 
tection legislation—or, at the very least, 
enforcing existing laws—is another neces- 
sary step. After all, if Chinese manufactur- 
ers are required to meet global standards 
of quality in the domestic market, there 
will be no problem exporting overseas. 

The stakes couldn’t be higher. If China 
doesn’t get ahead of this issue quickly, it 
may see a slow-down in export growth. 
And China’s ultimate goal of making the 
transition from a country making low 
quality, labor-intensive products designed 
by others to a country capable of manufac- 
turing value-added products of its own de- 
sign may be stunted. After all, if Chinese 
manufacturers cannot be trusted to make 
relatively simple products to specification, 


how can they be trusted to design and 
manufacture more complex ones? 

The governments of the United States 
and China must do what they can but it is 
market forces that ultimately will prevail. 
American and Chinese businessmen must 
shoulder the responsibility of restoring 
trust in Chinese products. American con- 
sumers have been happy to buy Chinese 
goods because they are cheap. And retail- 
ers, distributors and manufacturers—who 
have outsourced production to factories in 
China—have been relied on to ensure qual- 
ity and safety. 

The spate of recent problems illustrates 
that this arrangement has failed. Consum- 
ers are now demanding active oversight 
and they are likely to be even more vigilant 
and outspoken in the future. Some may 
wish to avoid the “Made in China” label 
altogether and, instead, pay much higher 
prices for products manufactured else- 
where. This will not be easy since a report- 
ed 80% of the world’s toy production, for 
example, is in China. Other industries 
have a similarly high level of dependence 
on Chinese factories. Most consumers will 
be pragmatic and will insist on low prices 
while also holding companies accountable 
for product quality and safety. The simple 
threat of costly recalls and product liabil- 
ity suits will increase the pressure on com- 
panies to pay more attention to their China 
supply chains. 

Purchasing managers will need to ad- 
just sourcing practices in response to the 
current crisis. More money must be spent 
on incoming inspection, as well as supplier 
development and quality audits of Chinese 
factories. Mattel has taken the lead in this 
respect saying that it is expanding its test- 
ing programs to ensure that painted toys 
from third-party manufacturers are safe 
before they are sent to stores. Others will 
surely follow. Sourcing decisions that are 
made primarily on the basis of price must 
take into account the integrity of a suppli- 
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U.S. Consumer Product Safety Commission Chairman Nancy Nord 
announces the recall of millions of toys manufactured by Mattel, Inc. 


er’s management and quality systems. De- 
livering low-cost products may have 
generated large bonuses for managers in 
the past; now they will raise eyebrows. In 
today’s climate, causing adverse publicity 
will earn the purchasing manager an un- 
wanted invitation to the chairman’s office. 

Government officials and business 
leaders in China have undoubtedly been 
the most surprised by the sudden rejection 
of their products. After all, they have been 
manufacturing and selling the same prod- 
ucts to their U.S. customers for years. Li 
Changjiang, head of the General Adminis- 
tration of Quality, Supervision, Inspection 
and Quarantine, claims that at least 99% 
of exports met quality standards between 
2004 and 2006. Why all the fuss now? To 
Mr. Li and others, it must look like a wave 
of anti-China protectionism. 

China’s surprise over the current out- 
cry is understandable as the lure of low 
prices has proven to be very powerful. The 
Chinese market itself demands low prices 
above all and quality, reliability and safety 
are often secondary considerations. In ad- 
dition, foreign purchasing managers have 
for years focused on obtaining the cheap- 
est products. Since these managers repre- 
sent massive buying groups with annual 
orders so large that they make or break a 
factory, Chinese suppliers—who do not 
have quality control systems in place— 
have simply complied. This has been the 


key to their survival. The emphasis on low 
price at all costs is nearly impossible to 
shake. In the face of rising raw material 
costs and relentless price pressure, is it any 
wonder that Chinese suppliers are substi- 
tuting even cheaper raw materials and 
taking additional shortcuts to protect their 
already slim profit margins? 

Everyone has benefited from China’s 
development and growth—and, until now, 
everyone has had a free pass. American 
consumers have gotten more for their 
money. The U.S. has been able to enjoy a 
fast growing economy, fueled by a high 
level of consumer spending with little or 
no inflation. U.S. businesses and their 
shareholders have benefited from fat prof- 
it margins through outsourcing. The Chi- 
nese government has amassed an 
unprecedented amount of foreign-curren- 
cy reserves courtesy of its export success. 
And an increasing number of Chinese fac- 
tories have found a large and growing 
market for their products. But the events 
of the past few months suggest that the 
game has changed. American consumers 
have woken up to the side effects of cheap 
prices and have stood up to the problems 
in quality. Astute businessmen and gov- 
ernments will need to respond. 

Rather than bringing an end to China’s 
export growth as some might predict (and 
others might secretly hope), the “Made in 
China” crisis is more likely to be seen as a 
much-needed wake up call for Chinese 
manufacturers. Exporting to a highly de- 
veloped market like the U.S. is not easy 
and the difficulties of doing so may have 
been underestimated from the very begin- 
ning. Quality standards in the U.S. are 
much higher than in China and the costs 
of a recall can literally put a company out 
of business. Product liability is a serious 
issue in the U.S.; there are plenty of con- 
sumer activist groups and trial lawyers 
who make a living holding even minor of- 
fenders accountable. 
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Both the U.S. and Chinese govern- 
ments can be expected to take action. In 
the U.S. consumer protection is a powerful 
force and agencies like the Food and Drug 
Administration and other mechanisms are 
already in place to ensure product safety. 

For the Chinese government, the eco- 
nomic impact of a slowdown in export 
growth is only one of the problems caused 
by defective products. Being forced to de- 
fend the quality of its products greatly 
complicates discussions with its trading 
partners on other thorny issues like the 
currency and the environment. That the 
China will act is, of course, not in question. 
The question is whether they will take the 
right actions. 

Immediately after reports of defective 
products began to surface, China held sev- 
eral well publicized trials where officials 
who failed in their oversight responsibili- 
ties were sentenced to death. This got ev- 
eryone’s attention but it is hardly a long-term 
fix. More rigorous standards for products 
manufactured in China and active control 
over exporters are needed. Rather than 
treating transgressions unevenly, consum- 
er-protection laws and regulations must be 
enforced uniformly, across the board. 

China may be coming around to this 
approach. In late August, the government 
declared a four-month “special war” 
against poor product quality. Vice Presi- 
dent Wu Yi was appointed to lead a nation- 
wide effort to address quality and safety 
issues. “This is a special war to protect the 
safety and interests of the general public,” 
she said at a press conference in Beijing, 
“as well as a war to safeguard the ‘Made- 
in-China’ label and the country’s image.” 

The biggest impact will be felt by Chi- 
nese suppliers. Importers managed by 
people who want to sleep soundly at night 
will set higher standards for products; 
they will have to shift orders from facto- 
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ries with inadequate management and 
control procedures to ones with proven 
quality systems. Some suppliers will re- 
spond positively to this greater level of 
scrutiny and will gain business (at the ex- 
pense of those that do not). Factories able 
to adjust to the new reality will be in a 
stronger competitive position and will be 
able to insist on higher prices. 

While this may be enough of a change 
to accelerate the re-sourcing of certain low 
value-added products to countries like 
Vietnam—which offer even lower labor 
costs than China—the overall effect will be 
an improvement in quality. American con- 
sumers should expect to pay a bit more for 
the products they buy from China, but it 
will be a small price to pay for peace of mind 
and a more robust Chinese supply base. 

Perhaps Chinese consumers will be the 
biggest beneficiaries of corrective actions 
taken as a result of the “Made in China” cri- 
sis. Chinese consumers are well aware of 
quality and safety issues surrounding many 
Chinese products. But as individuals they 
have few ways in which to register their 
discontent. Consumer activism in the U.S. 
may indirectly do more to improve the lives 
of ordinary Chinese consumers than any 
amount of direct political action in China. 

Product safety is a serious matter. The 
“Made in China” crisis suggests that all 
parties involved have made certain ques- 
tionable tradeoffs in the pursuit of low 
prices and economic growth. The recent 
outcry over Chinese products will make 
people more cautious and probably cause 
a temporary slowdown in China’s export 
growth. But its economic integration into 
the global economy has reached a point of 
no return and it is in everyone’s interest to 
use this opportunity to take constructive 
action. Doing so will be good for both 
economies—and for consumers in both the 
U.S. and China. if 
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China and the 
Subprime Scorpion 


by Daniel H. Rosen 





N THE LATE 1990s, China 
managed to avoid the grav- 
est consequences of the 
Asian financial crisis due 
to its idiosyncratic policy 
positions and economic structure. The 
country had not opened its capital account, 
relied on foreign debt, floated its currency, 
freed monetary policy from political con- 
trol or even relinquished the role of the 
state as a predominant force in financial 
flows. 

A decade later, with a new sort of finan- 
cial crisis unfolding in the United States 
subprime mortgage market, many believe 
the factors that insulated China in the past 
still buffer it today. With its capital ac- 
count still largely closed, China’s financial 
institutions—sovereign, quasisovereign 
and nonsovereign—have little exposure to 
the higher-yielding debt securities that 
have come under pressure, particularly in 
comparison to their total asset bases. 

But the potential impact on China of 
global risk repricing is more complex than 
the short-term direct exposure suggests. 
The indirect implications are far more sig- 
nificant, and while some of the effects are 





likely to be net-positive rather than nega- 
tive, this crisis may well mark a turning 
point in the way China’s economy func- 
tions and is perceived. 

The current thinking in Chinese policy 
circles is that the local impact of the sub- 
prime mess depends on which scenario 
plays out in the U.S. housing market. If the 
housing market makes a soft landing and 
the U.S. Federal Reserve can maintain the 
current monetary cycle of interest rate 
hikes, then Beijing will have leeway with 
its own exchange rates and interest-rate 
policy. The government can continue to 
appreciate the currency and raise interest 
rates at a gradual pace to contain inflation, 
dampen overinvestment and prevent as- 
set-market bubbles. 

On the other hand, if there is a hard 
landing for the U.S. housing market, and 
the Fed reduces rates and increases liquid- 
ity more dramatically, Beijing will be con- 
strained from raising its own rates for fear 
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of encouraging hot money inflows. With- 
out the interest-rate policy tool, China will 
face more severe pressure for the yuan to 
appreciate. 

These scenarios, like Western fixation 
on the direct exposure of Chinese finan- 
cial institutions to subprime securities, are 
too narrow. The larger problem behind the 
U.S. subprime correction was a series of 
faulty underlying assumptions about risk 
and return. These assumptions turned out 
to be wrong—for fundamental reasons (the 
ability of households to service mortgages, 
income, employment and vacancies), tech- 
nical aspects (the number of quantitative 
funds using similar models to drive trad- 
ing patterns), psychological factors (inves- 
tors still flee to quality in a downturn 
despite arguments that risk is dispersed 
adequately) and structural factors (over- 
reliance on the role of credit-rating agen- 
cies in risk management). 

What’s important for China is not that 
it has direct exposure to U.S. subprime 
markets, or a domestic subprime market of 
its own prone to direct contagion, but that 
investors everywhere are likely to become 
more demanding in risk assessment. 


Re-examining China Risk 

THERE ARE MYRIAD assumptions about risk 
in China that are due for reappraisal and 
which will have a real effect on the coun- 
try in a number of ways: 

æ Public equities. With limited direct 
exposure and a largely closed capital ac- 
count, there should not be much liquida- 
tion of Chinese equities to cover positions 
outside China. The official open window 
on the capital account—the qualified for- 
eign institutional investor scheme—is 
small in size and comes with a waiting pe- 
riod of several months to remit funds out. 

But the indirect impact could be signif- 
icant. China’s A-share market is up 80% 
for 2007 as of late August and average 
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price-earnings ratios are over 50 (and as 
high as 100 in construction and retail). 
There have been reasons to expect a cor- 
rection from this level regardless of exter- 
nal credit market troubles. Labor and 
environmental operating costs for corpo- 
rate China are rising, diminishing two key 
sources of profitability. Trade problems 
threaten to limit exports which are central 
to a number of industries (especially in- 
dustries that produce primarily for domes- 
tic consumption). But they rely on external 
demand to mop up overcapacity during in- 
vestment booms. 

Some state companies will be required 
to pay dividends to the state for the first 
time starting this fall, reducing retained 
earnings and forcing them back to finan- 
ciers to fund fixed-asset investments. This 
will, in turn, moderate investment and the 
massive depreciation allowances that rep- 
resent such a large component of operat- 
ing profit. Cost of living inflation, 
especially for food, is tempering the appe- 
tite of households to pile further into al- 
ready overvalued shares. 

To the current subprime situation we 
add the likelihood of moderate to signifi- 
cant contraction in U.S. demand, reduced 
availability of QFII investment to take up a 
proposed additional $40 billion in listing 
quotas and enhanced scrutiny of the finan- 
cial reporting of Chinese firms. If there is 
a correction in the A-share market— and 
there are reasonable grounds to expect 
one—then the dynamic repercussions of 
the subprime story will surely be identi- 
fied as a key cause. 

* Hot money. In addition to registered 
crossborder portfolio flows through the 
QFII quotas, there is a large pool of “hot 
money” in China for equities, property and 
other investments, much of it predicated 
on yuan appreciation expectations. The 
volume of hot money deployed in China 
that could be extracted in the near term is 
not likely to be destabilizing. Beijing knows 
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about hot money channels and can reduce 
the flow during crises. In a recent paper, 
Guonan Ma and Robert McCauley of the 
Bank for International Settlements found 
that China’s capital account controls are 
still binding (when the government wants 
them to, anyway). As it tries to moderate 
inflation, Beijing may even be happy to see 
the exodus of some hot money since it 
would take pressure off the yuan and de- 
flate asset bubbles. 

The hot money capital flows into Chi- 
na—which show up in the errors and omis- 
sions column in balance of payments 
data—play arole in shaping expectations of 
hedge-fund traders, money managers and 
the architects of China’s capital outflow 
opening (the qualified domestic institution- 
al investor program). Many investors out- 
side China have assumed the yuan was a 
“one-way bet” due to the consistent inflow 
of hot money. In the wake of the subprime 
meltdown some analysts, such as Qing 
Wang and Denise Yam of Morgan Stanley, 
even considered that flows to China might 
increase in a “flight to quality.” 

However the owners of hot money out- 
side China will be influenced by the same 
need that subprime mortgage makers and 
the firms that bought their securitized ob- 
ligations have—to be more diligent about 
contingency risk, liquidity, enforceability 
and transparency. During good times, in- 
vestors have been more than willing to ac- 
cept the implicit safety of investing in 
China, based on a great macro story and 
expected sovereign support if needed. But 
appraised more strictly, there are a host of 
risks that cannot be adequately quantified 
according to Western standards—and this 
could be more significant in a bear market 
for credit. 

A sea change in the direction of hot 
money flows resulting from a recalculation 
of risk-return considerations would affect 
the pace of yuan appreciation, the pricing 
of nondeliverable forwards in the off- 


shore—and now, onshore—markets, the 
mindset of property and A-share specula- 
tors (who are not small in either number 
or stake), and the distinction between 
healthy diversification of the Chinese sav- 
ings portfolio and unhealthy capital flight. 
A change in the direction of hot money 
flows would alter the mistaken notion that 
China is ready to play the role of safe haven 
in the storm. 

æ Domestic credit. China does not have 
a subprime market per se but it does have 
domestic credit-market problems of its 
own. These will be taken more seriously in 
a climate of global credit-risk reassess- 
ment. Commercial and residential lending 
is often based on sketchy credit histories, 
multiple sets of books and inadequately au- 
dited financial statements. Political inter- 
ference and corruption in investment 
decision-making is rife; the legal system is 
incapable of enforcing creditor rights; and 
the assumptions that households will con- 
tinue to deposit savings at negative real in- 
terest rates, that firms will honor debts and 
that the government will guarantee sub- 
provincial debts are all dubious. One can- 
not deny that these problems exist; 
however, Beijing has been generally capa- 
ble of guaranteeing the system and funda- 
mental macro growth is strong and 
productively oriented. 

The U.S. subprime situation will en- 
courage creditors in China to look with 
greater wariness at borrowers’ ability to 
repay. There are already yellow flags. The 
total pool of mortgages in China is around 
$315 billion to $330 billion and is growing 
at 20% to 25% a year. But as in the U.S. sub- 
prime situation, China’s lenders do not ap- 
pear to know the quantitative parameters 
of the market they are playing in. 

For instance, basic data like the num- 
ber of mortgages outstanding, the income/ 
mortgage service ratio and the number of 
mortgages falling into each of the five de- 
fault categories (normal, alert, irregular, 
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distress and default) are tracked by indi- 
vidual lenders and reported to the China 
Banking Regulatory Commission. But the 
data on the aggregates is not publicly avail- 
able. Anecdotal evidence suggests that 
about one-third of mortgage holders use 
50% or more of their income to service 
their mortgage. With household meat and 
poultry expenses up 50% year-on-year, 
this burden is getting harder to carry. But 
with so many basic variables essentially 
unknown to institutional economists, how 
can one be comfortable? 

æ Exports. China runs a monthly trade 
surplus of $10 billion to $15 billion with the 
U.S. With the Eu, the monthly surplus is 
now also above $10 billion. China’s exports 
to the EU were up 80% year-on-year in July. 
While sourcing from China is nearing its 
limit in the U.S., Europe still has a long way 
to go. China’s global trade surplus for the 
month of July was $24 billion. At this level, 
net exports are about 10% of epp and 20% 
of GDP growth at the margin, which China 
and others alike agree is unacceptable and 
unsustainable. 

Since 25% to 30% of China’s exports go 
to the U.S., a contraction in U.S. demand 
would be painful for export-oriented sec- 
tors. Foreign firms account for a large share 
of China’s exports in these industries. Much 
of the growth in Chinese exports has been 
in steel destined for infrastructure projects 
abroad. This demand is now under a cloud 
due to global outlook worries. And steel is 
produced by big Chinese firms, not foreign- 
invested ones. 

Beijing has been trying to reduce its 
trade surplus, for example by slashing val- 
ue-added tax rebates on 2,831 products at 
the end of June. A cyclical contraction in 
U.S. demand may provide Beijing the po- 
litical cover it needs to redirect growth 


The upshot is that China needs to adjust how 
some basic elements of its economy function. 









back to domestic demand, which is already 
showing signs of an uptick. Domestic re- 
tail consumption growth in July was at a 
10-year high of 16.4%. 

Therefore, one can agree that the di- 
rect hit on the export component of Chi- 
nese growth from the subprime situation 
is still contingent on the degree of second- 
and third-round mortgage problems in the 
U.S. as the bulk of subprime mortgages be- 
come problematic over the next nine 
months. Even in a severe U.S. contraction 
scenario, the export sensitivity in China is 
concentrated in a handful of sectors. 

But consider the larger context. These 
effects are in addition to major efforts 
Beijing is already making to curtail exports 
in energy intensive sectors which have seen 
outsized shares of domestic investment in 
China. The product quality and safety fi- 
asco is far from over and will affect higher- 
value Chinese products. Protectionist U.S. 
and European trade policies are increasing 
and could increase further as a function of 
recession, election cycles and, quite possi- 
bly, as a reaction to any hiatus in the pace 
of yuan appreciation (which Beijing would 
use to buy time to find sufficient yield to 
beat foreign-exchange losses). The shrunk- 
en external demand which may result from 
the subprime crisis might be manageable 
by itself, but it may also be pro-cyclical to a 
correction in trade patterns that is already 
being promoted—and which may be more 
intense than Beijing intended. 

æ Exchange rates. Before the subprime 
crisis the smart money was on faster yuan 
appreciation. China’s global trade surplus 
is growing at an extraordinary pace. Do- 
mestic productivity has been increasing, 
suggesting that the annual 4% to 5% pace 
of appreciation against the U.S. dollar (less 
against the Euro) is too slow. This has cre- 
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ated trade-policy pressures from the U.S. 
and monetary pressures within China. 
Undervaluation of the yuan, of course, 
does not explain the U.S. trade deficit since 
U.S. imports would come from other cheap 
labor economies if not China, but Beijing 
is nonetheless obligated to address the is- 
sue. Their preference has been for trade 
policy interventions rather than exchange- 
rate reform—in part, as a result of under- 
standable concern about financial crises 
like the one we are having now. Voluntary 
export restraints such as the slashed vaT 
refunds and export taxes on energy-inten- 
sive goods were given a chance to work. 
But July’s export data suggests these mea- 
sures are not working, which leaves few 
alternatives to faster appreciation. 


Underwhelming Action on Yuan 


THE CASE FOR a more pronounced appre- 
ciation of the yuan is stronger than ever for 
both internal and external economic rea- 
sons. But the political economy of China 
makes it likely that the pace will slow dur- 
ing the short-term. The reason, as stated at 
the outset, is that the subprime crisis makes 
it difficult for China to avoid a foreign-ex- 
change loss at the existing 4% to 5% annu- 
al pace of appreciation, let alone at an 
accelerated pace. The same officials who 
would be blamed for a multi-billion dollar 
exchange-rate loss also control the pace of 
appreciation that would contribute to that 
loss. There are certainly a number of con- 
siderations that impact Chinese exchange- 
rate policy. But in my opinion, this 
consideration will prevail and lead to un- 
derwhelming action on the exchange rate 
for the coming year. 

There are also a number of upsides for 
China from the global risk reappraisal. 
With diminished expectations for U.S. 
growth, commodity prices—the biggest 
cost variable for corporate China—could 
well take a breather from their secular in- 
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crease. Assets in the emerging world (and 
in some developed economies) may see 
price moderation, which could benefit the 
many Chinese firms on the cusp of acquir- 
ingor establishing operations overseas—in 
extractive, manufacturing and distribu- 
tion. An improved discipline in credit al- 
location (and in equity markets) in China 
would lead to improved long-term growth 
fundamentals. In a tighter credit environ- 
ment, foreign private-equity firms seeking 
to invest in China should find a warmer 
reception as well. The upshot is that China 
is ripe for a major economic adjustment. 
Conditions are such that the global reas- 
sessment of credit risk will likely play a 
catalytic role in accelerating those adjust- 
ments. 

This contrarian perspective on the rela- 
tionship of China to the subprime crisis is 
fully compatible with the consensus view 
that macroeconomic performance in China 
is not at risk. But it differs in the microeco- 
nomic outlook: Companies, equities and the 
industry mix are much more vulnerable 
than many think. The macro outlook is 
strong not because China is immune from 
adjustment pressures amplified by global 
credit conditions, but because it has a dem- 
onstrated willingness to accept adjustment 
when necessary. That very willingness to 
accept adjustment—the wellspring of gains 
in the aggregate—is what spells difficulties 
for firms and sectors. The herd of creditors 
and borrowers is being culled in the U.S., 
and the remaining population will be stron- 
ger. China’s financial intermediation sys- 
tem has its own weaknesses and if it were 
to be exempt from such adjustment while 
markets elsewhere corrected, it would be 
all the more vulnerable in the coming era 
of even greater capital mobility. Rather 
than a warning of failure, therefore, this 
analysis of changes to come in China is a 
prediction of further strengthening and the 
dynamism essential to the next phase of 
sustainable economic gains. Li 
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China Mocks the 
Olympic Spirit 


by Wu’er Kaixi 





HEN THE OLYMPIC Games 
take place in Beijing next 
summer, I will not be 
there. The obvious rea- 
son for this is that I was a 
student leader in the protests of June 4, 
1989 that resulted in the Tiananmen 
Square massacre. I have been in exile ever 
since. But the less obvious corollary is that 
I—and untold numbers of freedom-loving 
people—will not be there because China 
has not embraced the Olympic spirit. 

I think it is safe to say that, if the Chi- 
nese government had embraced the Olym- 
pic spirit of unity, inclusiveness and 
equality, many of us who are exiled from 
our homeland would return to be in Beijing 
next year. After all, it would be an oppor- 
tunity not only to enjoy the Olympic fes- 
tivities, but also to be reunited with our 
families. But this cannot happen, and that 
fact makes a mockery of China’s “One 
World, One Dream” slogan for the Beijing 
games, and its pretensions to being a ma- 
ture member of the global community. 

Mine is only one of countless stories of 
exile from the country with the world’s 
fastest growing economy; but I think, in 





view of Beijing’s triumphalism at hosting 
the world’s premier sporting event, my ex- 
ile and what it means for me personally is 
worth mentioning. Not only will it not be 
possible for me attend the Olympics, but the 
communist government will continue to 
hold hostage my family that I have not seen 
in 18 years, and will no doubt continue to 
refuse to issue them passports so that we 
could be reunited in a foreign country. 

Many people who attend the Olympics 
next year will be aware that despite the 
newly sanitized streets of Beijing (involving 
the eviction of an estimated 1.5 million peo- 
ple), the awe-inspiring sporting facilities, 
and the grand panoply of ceremonies, there 
is a dark side to the festivities. But, just as 
the International Olympic Committee did 
when it awarded the event to Beijing, those 
people who attend the games no doubt will 
have rationalized their decision based on 
the misguided belief that China has made 
great strides towards becoming a better 
place in the years since Tiananmen, and so 
deserves a chance. 


oe Mr. Wu'er Kaixi, a Tiananmen student leader, 
works for an investment fund in Taipei. 
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A Tibetan student living in exile holds a placard during a hunger fast 
in Chennai to protest against the 2008 Beijing Olympic Games. 


I wish this were true. If it were, I would 
be joining family and friends in Beijing next 
year. The subtitle of the 2008 Olympics has 
already been written: They are to be “Chi- 
na’s coming-out party.” Nineteen years af- 
ter the world watched the student 
occupation of Tiananmen Square, China’s 
record-breaking economic growth is poised 
to culminate in a spectacle calculated to 
awe the world and marginalize its heck- 
lers—those who point to China’s poor hu- 
man-rights record; its petrodollar 
complicity in genocide in Darfur; its occu- 
pation of Tibet; and its aggressive stance on 
unification with Taiwan. 

Every Olympics since the 1936 Berlin 
meet has been politicized in one way or an- 
other. During that dreary summer, ath- 
letes were expected to shout sieg heil as 
they marched past Adolf Hitler. In 1972, 11 
Israeli athletes died as a result of an attack 
by Palestinian terrorists at the Munich 
games. In 1984, the U.S.S.R. boycotted the 
Los Angeles Olympics. But it seems likely 
that the Beijing Olympics, despite the 
hecklers, will go ahead without any boy- 
cotts, and—if Beijing has its way—without 
incident in the city itself. 

The reason for this, I believe, is related 
to the complexities of the West’s percep- 
tions of and relations with China. West- 
erners seem to hold one of two opposing 
views of China: they see either the one- 
party state that denies basic human rights 
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and imprisons or exiles dissenters; or as 
a global economic powerhouse, home to 1.3 
billion potential customers. 

When Beijing hosts the Olympics next 
year, it is the latter view the Communist 
Party is looking to capitalize on. It is very 
possible that the government will be suc- 
cessful in this endeavor, but as one of count- 
less exiles from modern China who will not 
be able to be there in person, the summer 
of 2008 promises to be a major betrayal of 
the Olympic spirit. 

For Pierre de Coubertin, who was re- 
sponsible for the revival of the Olympic 
Games in 1900, one of the four principles of 
the games was to achieve a truce: “a four- 
yearly festival of the springtime of man- 
kind.” In reality, Beijing has no plans for a 
truce of any kind. The intention is for Chi- 
na to parade itself to the rest of the world as 
the China everybody is doing business with; 
the China eagerly caring for its open, har- 
monious and peaceful society; and the Chi- 
na that is finally taking its rightful place as 
a global leader. Anything, in fact, but the 
truth of the matter: that the government 
rules by slogans and an iron fist. 

The idea behind this four-yearly festi- 
val is that the world would put its conflicts 
to the side and come together, nation by 
nation, in a spirit of unity. In Beijing, that 
will not happen. Any Chinese national 
who has a grievance with the country’s 
one-party government will have no part to 
play in the celebrations. That list includes 
anyone who campaigns for greater auton- 
omy in Tibet, my homeland of Xinjiang, 
my adopted home of Taiwan, anyone who 
has struggled to expand participatory pol- 
itics in China, or anyone who has dissent- 
ed publicly from whatever the current 
Party line happens to be. 

There should be no mistake about this. 
China’s coming-out party is nothing of the 
sort. The party in Beijing will belong to the 
Communist Party. And if the Party were 
to come out truly, the free world would 
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stand aghast. That’s just why the govern- 
ment has long seen participating in the 
Olympics as a legitimizing maneuver, a 
public-relations coup not only on the world 
stage, but also in terms of winning glory 
for the Chinese nation, playing on nation- 
alism and simultaneously conflating China 
the nation with the one dictatorial party 
that rules it. As the famous saying goes, 
“without the Communist Party, there 
would be no modern China.” 

Beijing’s eye has long been fixed on the 
Olympic grail. With tremendous alacrity 
and tremendous expenditures of resources, 
China has transformed itself into an effec- 
tive sporting nation. It was not until the Los 
Angeles games in 1984 that the P.R.C. man- 
aged to win its first gold. But by the 2004 
games in Athens, China was in third place 
behind the United States and Russia, sweep- 
ing up 32 gold medals. Winning the right to 
host the Olympics, then, is the final act in 
this more than two-decade crusade by the 
Communist Party to achieve legitimacy 
through international sporting prowess. 

Of course, the Chinese government it- 
self knows that its motives have little reso- 
nance with the Olympic spirit, and as a 
result it is cloaking the event in the familiar, 
fuzzy rhetoric of unity we see in the official 
slogan, “One World, One Dream,” which 
the official Web site helpfully explains, 
“conveys the lofty ideal of the people in 
Beijing as well as in China [sharing in] the 
global community and civilization and [cre- 
ating] a bright future hand in hand with the 
people from the rest of the world.” 

This is the message—meant to establish 
the legality and validity of the Party’s 
rule—that China broadcasts to the world. 
But at home the Chinese government is us- 
ing the Olympics to repress dissidents and 
activists. The terrible pity of this is that 


The world’s participation in the Beijing Olympics is 
an act of collusion with the oppressive CCP. 





the Party is exploiting national pride, and 
denying the Chinese people the right to 
enjoy the true spirit of the Olympics. 
Meanwhile, the world’s participation in 
the event is an act of collusion with a po- 
litical party that in recent years has pre- 
sided over a remarkable period of 
economic growth, but has nevertheless 
throughout the past six decades since 1949 
been responsible for far more setbacks 
than it has successes. It also continues to 
be as oppressive as it was when I was 
forced into exile in 1989, despite the veneer 
of Westernization that can be seen in the 
major cities. 

When China made its most recent 
Olympics bid, it promised the toc that it 
was prepared to make substantial im- 
provements in human rights. But just four 
days after winning the bid, then Deputy 
Prime Minister Li Langing announced 
that China should step up its efforts to 
counter the Falun Gong, a spiritual move- 
ment whose members are routinely im- 
prisoned—at least 100 are thought to have 
died in detainment. Next, then Vice Presi- 
dent Hu Jintao weighed in, saying it was 
essential for China to counter separatist 
movements “orchestrated by the Dali 
Lama and the world’s anti-China forces.” 

This should come as no surprise to any- 
one, least of all the roc, which took the sur- 
prisingly naive position that holding the 
Olympics in Beijing was likely to improve 
China’s human rights. The opposite was 
always bound to be the case. For Beijing to 
pull off the kind of Olympics it would like 
to, it is forced to repress anything of a po- 
litical nature that might mar its moment 
of glory. Amnesty International, for exam- 
ple, is calling for the immediate release of 
Ye Guozhu, who was arrested in December 
2004 and is serving a four-year prison sen- 
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tence for attempting to organize a demon- 
stration against forced evictions in Beijing, 
after two restaurants he owned were de- 
molished in 2001 to make way for Olym- 
pics-related sports facilities. His relatives 
say he has health problems after having 
been tortured in prison, and it is claimed 
he was beaten with electro-shock battens 
in Beijing’s Chaobai Prison. 

An equally high-profile example is hu- 
man-rights lawyer Gao Zhisheng, who was 
convicted of “subversion” in 
December 2006, and is now 
under house arrest. While 
under formal arrest, he 
claims to have been treated 
harshly by police. Mean- 
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bor” appears stalled, possibly for the pur- 
poses of cleaning up the streets of Beijing 
of vagrants and drug-users ahead of the 
Olympics. Meanwhile, Amnesty reports 
that the lead up to the Olympics has seen 
“moves to expand detention without trial 
and ‘house arrest’ of activists, and ... a 
tightening of controls over domestic media 
and the Internet.” 

For the most part, the foreign commu- 
nity seems to have found it relatively easy 
to ignore these domestic af- 
fronts to the spirit of the 
Olympics. The issue of Dar- 
fur is proving somewhat 
more problematic for China. 
Names such as Bob Geldof 


while, in April this year, four i Es ror set E and Mia Farrow have pub- 
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protesters were arrested af- 
ter they hung up a Free Tibet 
banner at Mount Everest 
base camp, protesting the 
government’s plans to relay 
the Olympic torch through 
the Tibetan Himalayas. 

According to the Olympic 
Charter, sport must be “at the service of 
the harmonious development of man, with 
a view to promoting a peaceful society 
concerned with the preservation of human 
dignity.” But groups protesting against, or 
calling for boycotts of next year’s Olympics 
point to a host of Communist Party trans- 
gressions against both a peaceful society 
and human dignity. 

A commitment to reform or abolish 
China’s policy of “re-education through la- 











row.html 


supporting the atrocities in 
Darfur through massive 
subsidies to oil-rich Sudan. 
In March this year, Ms. Far- 
row wrote an article for The 
Wall Street Journal that 
popularized the term “the 
genocide Olympics.” A 
Google search for that phrase, five months 
later, produces close to 1.5 million hits. 
(See nearby for details of a REVIEW inter- 
view with Ms. Farrow). 

For my part, if I were permitted to re- 
turn to China for the Olympics, I admit I 
would seize the opportunity-it would be 
my chance to see the aging parents and the 
brother I have not seen in close to two de- 
cades. But the long-awaited family reunion 
will have to wait a bit longer. 1 | 
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Storm in a Teacup 
Over Climate Change 


by Syun-Ichi Akasofu 





AD NEWS TRAVELS with the 
speed of light these days. 
But if it is based on accurate 
information, it can still be 
useful to readers. When it 
contains incorrect scientific information, 
however, it can be far worse than having no 
news at all—often leading to horror, hyste- 
ria and panic. And if news reports appear 
to be scientifically sound but are, in fact, not 
true, then the results can be disastrous. 

A famous example is the radio show, 
aired as a Halloween special on Oct. 30, 
1938, based on H.G. Welles’s The War of 
the Worlds. Orson Welles, convincingly 
playing the role of a news reporter, de- 
clared that “Martians are coming.” Many 
people, unable to distinguish between sci- 
ence and science fiction, believed him and 
panicked. 

Climate change is an issue that is 
fraught with precisely these kinds of dan- 
gerous scientific inaccuracies. Not only is 
widespread panic possible, but govern- 
ments across the world are currently being 
pressured into adopting questionable pol- 
icies meant to address climate change. The 
truth is that even though climate change 





is poorly understood, restrictive laws are 
being passed in the name of preventing 
global warming that are having immediate 
negative side effects for people and econo- 
mies—while having very little impact on 
global warming itself. In order to avoid 
bad policies—and mass hysteria—it is im- 
portant to understand the flimsy science 
behind the arguments advanced by global 


warming alarmists. 


No Need to Panic 


UNFORTUNATELY, RECENT NEWS reports— 
which purport to tell us what some scien- 
tists consider the causes and consequences 
of global warming—may have contributed 
to widespread panic similar to the one 
caused by Orson Welles. Many anomalous 
weather phenomena—~such as Hurricane 
Katrina in the United States, floods in Ban- 
gladesh, the recent floods in England, the 
2003 heat wave in Europe and even the 
large snowfall in the U.S. last winter—have 
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Too many politicians have pointed to questionable scientific data in 
order to advance ill-conceived climate change policies. 


all been attributed to global warming. 
These unrelated events have been blamed 
on the so-called greenhouse effect caused 
by carbon dioxide (c02) emissions. 

The truth is that none of these phenom- 
ena is the direct consequence of the green- 
house effect. Yet such stories in the news 
are enough to cause fear among people who 
experience the events personally and can 
find no other explanation for their occur- 
rence. If the dust-bowl conditions of the 
1930s were to occur today, global warming 
would probably be blamed. 

Much of the policy debate has proceed- 
ed without a standard level of scientific 
proof. There is no accepted scientific study 
that proves that the frequency of the oc- 
currence of these weather phenomena is 
directly linked to the observed increase of 
co2 in the atmosphere. Similarly, much of 
the environmental destruction wrongly 
attributed to the greenhouse effect is actu- 
ally caused by things such as overharvest- 
ing, pollution and animal extinction. It’s 
certainly true that the amount of damage 
caused by severe weather systems is sharp- 
ly increasing. But this is because more peo- 
ple are forced—or choose—to live in 
storm-prone areas. 

Many alarmists—such as former 
U.S. Vice President Al Gore—insist that the 
greenhouse effect will cause sea levels to 
rise, flooding many areas in Asia and else- 


where. However, the most accurate ob- 
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served information known to global 
warming researchers is that the rate of sea 
level rise between 1904 and 1953 was two 
millimeters per year and between 1954 
and 2003—when co2 emissions have been 
increasing—the rate decreased to 1.4 mil- 
limeters per year. This means that the av- 
erage rate of sea level rise is 1.7 millimeters 
per year between 1904 and 2003 (or 1.7 
centimeters after 10 years and 17 centime- 
ters after 100 years). It is clear that the 
world will not flood. 

None of these scares are purely politi- 
cal tactics from advocacy groups. They are 
examples of unfounded alarmism based on 
faulty science and the distorted presenta- 
tion of scientific findings in the media. 


Behind the Errata 


TO UNDERSTAND MISREPORTING in the 
media, it will be useful to look closely at the 
earth’s Arctic region. It has been repeat- 
edly reported that sea ice in the Arctic 
Ocean will disappear during some upcom- 
ing summer, probably by 2040. But this is 
the result of nothing other than an aca- 
demic exercise by a single scientist based 
on one particular theory—one among many 
competing theories. Many other models 
show that the sea ice will remain well into 
2100 or beyond 2300. But these alternate 
models are almost never mentioned (per- 
haps because they are simply boring). 

Global warming coverage on television 
has consistently shown grim scenes of large 
blocks of ice falling from the termini of gla- 
ciers. These scenes supposedly illustrate 
global warming in process. However, gla- 
ciers are nothing but rivers of ice—and ice, 
like water in streams, has to move. Those 
opening scenes on the news are, to put it 
simply, only used for dramatic effect. 

The glaciers of the world are certainly 
receding but this began before 1800—long 
before the rapid post-1945 co2 increase that 
activists now claim has been causing global 
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warming. Those scenes really have nothing 
to do with the greenhouse effect. Long- 
term glacial retreats cannot be correlated 
with—much less blamed on—an increase in 
co2 emissions. 

The same goes for the scenes of polar 
bears struggling to swim after their icy 
homes have melted. During the medieval 
warm period following the year 1000— 
when Scandinavians migrated to Green- 
land—and during many periods over the 
past 10,000 years—the earth was much 
warmer and the ice was much thinner 
than it is at present. Polar bears, which 
need not live on ice, survived it all. 

Some scientists have pointed to sunspot 
effects, volcanic activity and changing at- 
mospheric pressure distribution, and re- 
sulting changing wind patterns, in order to 
explain climate change. Unfortunately, the 
truth is that we have no clear understand- 
ing of the causes of these warming and 
cooling periods. What is clear, however, is 
that our present period of warming is more 
routine than unique. 


Misleading Reports 


WHEN MILLENNIAL CLIMATE change pat- 
terns are mentioned, many people point to 
“2,500 scientists from 130 countries” who 
have agreed that global warming is caused 
by the greenhouse effect. The implication 
is that those who have doubts about the di- 
rect connection between global warming 
and the greenhouse effect are skeptics, 
heretics or, even worse, enemies of man- 
kind. Yet not even the International Panel 
of Climate Change to which these people 
refer presents definitive scientific proof 
that the present warming is caused by the 
greenhouse effect. It is simply an assump- 
tion that has morphed into a fact. How did 
this happen? 

Since the physics behind co2’s green- 
house effect has long been well known, the 
ipcc made the assumption that post-1900 
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warming was caused by it. They assembled 
a large number of scientists, mostly meteo- 
rologists and physicists (but, interestingly, 
not many climatologists), and tried to prove 
their hypothesis using supercomputer 
models. They have continued to work in 
this way despite important new evidence 
from ice-core data showing that tempera- 
ture rises tend to precede Co2 increases by 
about 1,000 years. (At the time of this writ- 
ing, in fact, it had just been reported that 
the warmest year in the U.S. during the 
last century was actually 1934, not 1998 as 
earlier stated; the difference was report- 
edly due to an error in handling different 
sets of data.) With all of the media atten- 
tion that this assumption now enjoys, nat- 
ural temperature changes have been 
mostly forgotten. Yet in reality they persist; 
they’re simply not being studied. This is 
the single greatest failing of the IPCC. 

Meanwhile, a tree ring study that was 
conducted to estimate historical tempera- 
tures was published. It showed that over 
the years, global temperatures had de- 
creased gradually between the years 1000 
and 1900, at which time they suddenly be- 
gan to increase. Its graph was nicknamed 
“the hockey stick” because of its shape and 
it has been prominently displayed in the 
summary of the 1pcc’s 2001 report. After 
glancing at this figure, many policy mak- 
ers, environmental advocacy groups and 
scientists around the world were con- 
vinced that the greenhouse effect began 
after 1900. 

But the hockey-stick graph was later 
discredited. Two Canadian statisticians 
found that the authors of the graph made 
a statistical error in dealing with the tree- 
ring data. After correcting the error, the 
two researchers could not reproduce the 
sharp upturn of the curve—even though 
they were using the very same data. 

Climate change—which can mean ei- 
ther cooling or warming—has become syn- 


onymous with global warming, which. . 
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itself has become synonymous with the 
greenhouse effect. Each of these assump- 
tions is wrong. Yet anyone who speaks of 
the unknown natural causes of climate 
change is considered to be a climate change 
denier or a global warming “nay-sayer.” No 
one rejects the evidence for climate 
change, which is as overwhelming now as 
it has been for centuries. But rather than 
simply assuming the causality of co2, 
there must be a serious effort to try to de- 
termine what percentage of warming is 
caused by the greenhouse effect and what 
percentage is caused by nature. Without 
these important details, it is simply impos- 
sible to predict future temperatures—or to 
enact sensible public policies. 

In understanding the present warming 
trend, it is absolutely essential to learn 
more about climate change in the distant 
past—or at least during the last 1000 years. 
(Climatology, beyond the mere physics of 
the matter, has an aspect of archaeology.) 
But many scientists, particularly younger 
ones, prefer to only work with data collect- 
ed after 1975, when satellite data became 
available. But with only 30 years worth of 
data, their results are little more than in- 
stant climatological snapshots of a what is 
really a slow, long-term process. The latest 
accurate satellite images of sea ice distri- 
bution in the Arctic Ocean today can be 
obtained by clicking on a computer screen; 
but it is impossible to obtain such quality 
data for periods before 1975. It is for this 
reason that only a minority of scientists 
are studying natural climate change, in- 
cluding multi-decadal oscillations and 
centurial climate change, which is the true 
realm of climatology. These areas have not 
been priorities for the IPCC. 


Unknown Causes 


DURING WINTER, ENGLAND’S Thames River 
would once freeze solid. This occurred on 
and off between 1400 and 1800 during a 
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period called the “Little Ice Age,” when 
temperatures dropped by as much as 1.5°C, 
which came after the medieval warm pe- 
riod. The anomaly of the Little Ice Age 
corrected itself, of course, through some- 
thing called rebounding. The rebounding 
rate is estimated at 0.5°C per century. 
Since our present warming rate is roughly 
0.6°C per century, the greenhouse effect 
caused by co2 may represent only a 0.1°C 
increase in temperature over the course of 
a century. 

There is no doubt that global warming 
is in progress. But much of it can be attrib- 
uted to the rebounding effect from the Lit- 
tle Ice Age. Recovering from a cool period 
is, of course, warming—but it is nothing to 
panic about. Ice core data from the Green- 
land ice sheet show many periodic warm- 
ing and cooling periods during the last 
10,000 years. The present warming phase 
is far from the warmest. 

Scientists have no clear knowledge of 
the cause of the Little Ice Age (and of the 
subsequent rebound); or of the Big Ice Age; 
or of awarm period when the Arctic Ocean 
had no ice; or of the medieval warming pe- 
riod. In fact, recc scientists do not under- 
stand the causes of the rapid increase of 
temperature from 1910-45; or the decrease 
from 1945-75, when Co2 levels were rising. 
Without understanding these recent chang- 
es, it is premature for the rpcc to jump to 
the conclusion that co2 is the main cause of 
the last 30 years of global warming. 

Many people claim scientists proved 
the greenhouse effect with models run on 
supercomputers. But it is important to re- 
member that a supercomputer is not a 
crystal ball. Scientists merely enter the ob- 
served (or expected) co2 amounts into a 
computer and, using an algorithm, a pro- 
jection emerges. But no computer can ac- 
curately represent such a gigantic system 
as the Earth with all its unknown (and un- 
discovered) processes. Therefore, no su- 
percomputer, no matter how powerful, is 
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able to prove definitively a simplistic hy- 
pothesis that says the greenhouse effect is 
responsible for warming. 

Most people, including scientists who 
specialize in climatology, are not aware of 
this weakness. In fact, the whole science of 
climate change based on supercomputers 
and algorithmic models is still in its infan- 
cy. A supercomputer cannot provide an ap- 
proximate estimate of the temperature in 
2050 or 2100 because scientists are not able 
to instruct it with all the variables that may 
be at play. Any conclusions drawn from 
such results—which may be seen as nothing 
more than an academic exercise—cannot 
and should not really serve as hard facts on 
which to base international policies. 

If rebounding from the Little Ice Age 
continues, the present warming trend is 
likely to continue even if we completely 
stopped the release of co2 today. What is 
curious is that so little has been done to 
reduce the release of co2 in spite of the 
outcry heard around the world. So is this 
a rhetorical exercise by alarmists and of- 
ficials? Cui bono? By facing the facts 
squarely, countries in Asia can certainly 
avoid some of the needlessly restrictive 
policies the West has imposed on itself. 
Continuing to invest in newer and cheaper 
sources of energy, for example, is impor- 
tant for our future and would be a much 
better investment of our resources. 

The booming Far East is home to a se- 
ries of Asian economies which have be- 
come the factories of the developed world. 
This arrangement provides economic ben- 


Much of the policy debate has proceeded 
without a standard level of scientific proof. 
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efits but also makes it impractical for Asian 
nations to reduce their co2 output. In fact, 
many political leaders in China and Japan 
have declared it hypocritical for the West- 
ern world to make such a demand. A truly 
environmentally friendly policy would in- 
vest in innovation—in order to increase en- 
ergy efficiency—and not try to stifle whole 
economies by attempting to do away with 
co2 based on faulty science and wild as- 
sumptions. 

The only long-term viable way to pro- 
duce the needed energy for the future 
without releasing more co2 into the atmo- 
sphere is to succeed in harnessing nuclear 
fusion on a massive scale. Developed coun- 
tries in Europe, along with Japan and the 
U.S., have been working together to con- 
struct a new generation fusion machine. 
The International Thermonuclear Exper- 
imental Reactor has the potential to make 
the whole debate over co2 moot. The rest 
of Asia—particularly China, India and 
South Korea—should increase its involve- 
ment in this specific project (and in nucle- 
ar energy in general). 

In the meantime, the integrity of cli- 
matology as a respectable science has to be 
rehabilitated by bringing it back from its 
present confused state and separating it 
entirely from politics. Only then can real 
progress be made in predicting future cli- 
mate patterns. At the same time, environ- 
mental advocacy groups should return to 
their original goal of protecting the envi- 
ronment from those things over which hu- 
manity truly does have control. i | 
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Depoliticizing 
Comfort Women 


by Masahiro Matsumura 





N JULY 30, the United 
States House of Represen- 
tatives unanimously passed 
a nonbinding resolution 
demanding a formal apol- 
ogy of the Japanese government for sex 
workers~known today as “comfort wom- 
en”-who served the Imperial Armed Forc- 
es during World War II. Proponents of the 
resolution insist that Japan’s penitence is 
essential for reconciliation between China, 
South Korea and Japan, and, by extension, 
for regional peace and stability. 

Unfortunately, the resolution misidenti- 
fies the nature of the women as “sexual 
slaves,” demonstrating that the House 
failed to examine the preconceptions that 
persist as a result of longstanding historical 
orthodoxy. The issue of comfort women be- 
came, in the Congress, a mere political foot- 
ball. It was a nonbinding resolution, and 
House members could easily rally to the 
resolution on a give-and-take basis. A vote 
on one bill might be traded for a vote on the 
comfort women bill. 

Of course, the comfort-women issue is 
not only a moral one but also a useful tool 
for those who are politically motivated to 
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see a weaker Japan and a stronger China. 
With the U.S. busy in Iraq, there is greater 
pressure on Japan to play a bigger role in 
the U.S.-Japan Alliance. 

By extracting an apology from Tokyo, 
China and South Korea hope to weaken Ja- 
pan by undermining its moral integrity. 
The House of Representatives, in passing a 
resolution that morally condemns one of 
America’s closest allies yet does not achieve 
the reconciliation it claims to seek, has 
played into the hands of those who wish to 
see Japan’s stature among its Asian peers 
reduced. Furthermore, the timing of the 
bill could not be worse. For the first time in 
its postwar history, the Japanese people are 
openly debating the comfort-women issue. 
Any external pressure at this point could 
result in more harm than good. 

For the health of the Far East, it is im- 
perative to minimize the political utility of 
the comfort-women issue by identifying 
some basic facts and by comprehending 
the ongoing debate within Japan. This also 
makes it possible to predict Japan’s long- 
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oxo Mr. Matsumura is a professor of international 
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term approach to the issue. Such a solid 
analysis is essential if a sustainable, peace- 
ful regional order is to be preserved. 


Orthodoxy and Heterodoxy 


FOR THE FIRST time in its postwar history, 
Japan has seriously begun to examine the 
country’s role in wartime atrocities. The 
Japanese are debating this but they are far 
from reaching a consensus on the issue of 
comfort women. The main points of con- 
tention include: whether the Japanese 
government was involved; whether the 
girls and women involved were coerced or 
participated voluntarily; and whether past 
apologies by the Japanese government 
were sufficient or even justified. 

Reflecting a decade-long, primary doc- 
ument-based research by different Japa- 
nese historians, the Japanese public has 
reached some basic understandings about 
comfort women: The women were in fact 
the wartime version of state-regulated 
prostitutes. So the system of comfort wom- 
en was similar to prostitution as practiced 
by the German military during World War 
II, the U.S. military in postwar occupied 
Japan and Vietnam, and the South Korean 
military in the Korean War. 

A. common view in Japan is that comfort 
women were essential during wartime for 
a number of reasons: They prevented Japa- 
nese soldiers from raping local women and 
committing other sex crimes in occupied 
areas; they prevented venereal disease from 
becoming endemic by being subject to med- 
ical checkups; and they reduced the chanc- 
es of military personnel leaking secrets by 
limiting all intimate contact to regulated 
comfort women. 

The Japanese public seems generally to 
be of the opinion that military involve- 
ment in the recruitment of comfort women 
was limited: The military only gave the 
green light to the establishment of broth- 
els, regulations such as fees and opening 


hours, and medical inspections by army 
doctors. Neither the Japanese government 
nor historians have been able to find any 
primary documents to substantiate the 
military’s direct involvement in the forc- 
ible recruitment of comfort women. 

It is certainly well known that prosti- 
tute brokers who enlisted comfort women 
occasionally deceived female recruits by 
suggesting high remuneration or provid- 
ing equivocal explanations about the na- 
ture of the work. Official records show 
that the military explicitly prohibited forc- 
ible recruitment of comfort women. For 
example, a March 1938 directive of the 
then-Japanese Ministry of Army warned 
the Expeditionary Forces in China of ma- 
licious traders possibly attempting to kid- 
nap women, and instructed them to take 
necessary preventive measures. 

However, the Japanese public seems to 
believe that the military, during wartime, 
failed to control effectively its recruitment 
activities—particularly on the war fronts 
away from Japan itself. One notorious ex- 
ample is the Semarang case, where the lo- 
cal military authority in the occupied 
Dutch East Indies forcibly detained Dutch 
women in “comfort stations” (or brothels) 
for sexual service. Upon learning of this 
wrongdoing, the Japanese Imperial Army 
Headquarters immediately ordered the re- 
lease of the detained women. After the 
war’s conclusion, officers and soldiers im- 
plicated in the case were prosecuted; some 
were sentenced to death. 

This view is consistent with the estab- 
lished picture of Japanese prostitute trad- 
ers from the ancient to the modern age. It 
is well known that hard-hearted prostitute 
traders were hyperactive in Japan through 
the 1930s when numerous indebted peas- 
ants in rural areas were forced to sell their 
daughters into prostitution. Thus it is gen- 
erally understood that these prostitute 
traders committed crimes and illegal acts 
in the recruitment of comfort women and 
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Maura Mercado, a former “comfort woman,” and others continue to 
call for an apology from Japan for forcing women into sexual slavery. 


that many non-Japanese comfort women 
abroad were placed in coercive working en- 
vironments against their will, though the 
Japanese government did not itself forcibly 
recruit them. (It is also true that some com- 
fort women volunteered for various rea- 
sons, including financial incentives.) 

The Japanese public has now become 
increasingly inquisitive of the critical de- 
tails, focusing on the exact nature of the 
recruitment of comfort women. It is evi- 
dent that the public is less willing to offer 
broad apologies without specifying pre- 
cisely what is meant by them. 


The Struggle of the Modern 
Japanese Citizen 


IT IS NOW anestablished mainstream view 
in Japan that comfort women existed and 
that the country must unequivocally accept 
moral responsibility for this episode of Jap- 
anese history. This is also the bottom line 
of the 1993 Japanese government statement 
by then-Chief Cabinet Secretary Yohei 
Kono. According to the Kono statement, “It 
is apparent that there existed a great num- 
ber of comfort women.... Comfort stations 
were operated in response to the request of 
the military authorities of the day,” and, 
“The then-Japanese military was, directly 
or indirectly, involved in the establishment 
and management of the comfort stations 
and the transfer of comfort women.” The 
statement also says: “The Government of 


Japan would like to take this opportunity 
once again to extend its sincere apologies 
and remorse to all those [comfort women].” 
The Japanese government has firmly stood 
by this statement. Prime Minister Abe’s 
perhaps ill-considered statement in March, 
which prompted many to believe he was re- 
tracting the Kono statement, came in re- 
sponse to a legislator questioning the exact 
nature of the Japanese government’s in- 
volvement in the recruitment of comfort 
women, with a specific focus on how coer- 
cive it was. 

Yet even the Kono statement does not 
assign legal liability to the Japanese state 
on the grounds that, “the recruitment of 
the comfort women was conducted main- 
ly by private recruiters who acted in re- 
sponse to the request of the military.” 
Accordingly, in 1995, then-Prime Minister 
Tomiichi Murayama created the nongov- 
ernmental Asian Women’s Fund and, 
through the Fund, offered atonement in- 
cluding medical and welfare support. But 
this was emphatically not state compensa- 
tion. Around 300 former comfort women 
have received Fund support over the last 
10 years but many of the women have not 
filed with the Fund; instead, they have de- 
manded state compensation. They are un- 
likely to get their wish. The Japanese 
Supreme Court judged in April 2007 that 
all reparation issues had been settled by 
the San Francisco Peace Treaty. 

Thus, even while cognizant that atone- 
ment was necessary, the Japanese public is 
debating whether ambiguous phrases in 
the Kono statement gave the misleading 
impression that the Japanese government 
had itself forcibly recruited comfort women 
or that the military supreme headquarters 
in Tokyo issued a directive to that effect. 

The national debate has heated up since 
Nobuo Ishihara, who as deputy chief cab- 
inet secretary had led the drafting process 
of the Kono Statement, revealed in a 1997 
interview with the Sankei Shimbun news- 
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paper, that the statement was in fact writ- 
ten without substantiation by primary 
historical documents and relied instead on 
direct hearings with 16 former South Ko- 
rean comfort women. Mr. Ishihara also 
disclosed that he acted in response to 
growing pressure from the South Korean 
government demanding Japan’s official 
acknowledgement of the forcible recruit- 
ment of comfort women, believing that 
emotional outburst in South Korea would 
subside once Japan accepted the forcible 
nature of the recruitment. 

Consequently, the Japanese public now 
considers that Kono and Ishihara made a 
rash compromise: the Kono statement, far 
from a final settlement of the issue, instead 
spread the misperception at home and 
abroad that Japan sponsored the forcible 
recruitment of comfort women. 

The national debate will undoubtedly 
continue. The classified hearings with the 
former comfort women, as well as circum- 
stantial evidences such as eyewitness re- 
cords, certainly attest to the fact that the 
women had suffered from hardships in co- 
ercive environments, but not to the fact that 
the Japanese state assisted forcible recruit- 
ment. In addition, existing documentary 
evidence is inconclusive given that a lot of 
documents were destroyed at the end of the 
war and that some activities of the Impe- 
rial Army, including this one, might not 
have been fully documented. 

The debate will persist until the Japa- 
nese public reaches a national consensus on 
what happened, who was responsible for 
what and exactly what conduct contempo- 
rary Japanese must apologize for. 

As a result, the world will repeatedly en- 
counter seemingly astonishing and embar- 
rassing remarks from Japanese leaders, 
since the truncated reports of their remarks 
are uncontrollable spinoffs of overheated 
domestic controversy. In reality, such re- 
marks are indicative of the ongoing great 
awakening of the Japanese public that 


squarely faces the country’s past, and re- 
jects the attempted prevarication or con- 
cealment by radical political leaders with 
nationalistic agendas. 


Global Implications 


THE RESOLUTION IN the U.S. House is seri- 
ously damaging the U.S.-Japan alliance by 
eroding the Japanese public’s goodwill to- 
ward Washington. In early July, Defense 
Minister Fumio Kyuma made a statement 
that seemed to accept U.S. atomic bombings 
of Hiroshima and Nagasaki. He was short- 
ly forced to resign after he drew flack from 
across the political spectrum. In response, 
Ichiro Ozawa, president of the leading op- 
position Democratic Party of Japan, pub- 
licly stated that Japan should demand from 
the U.S. government an official apology for 
the bombings. Mr. Kyuma may merely have 
intended to prevent a cross-Pacific spiral of 
mutual moral condemnation over historical 
events, but he underestimated the frustra- 
tion and resentment that the Japanese pub- 
lic had built up over the U.S. House’s 
approach to the issue of comfort women. 
At the end of July, the ruling Liberal 
Democratic Party under Prime Minister 
Shinzo Abe suffered from a miserable de- 
feat in the Upper House election. Though 
this defeat was attributable largely to Mr. 
Abe’s mishandling of domestic issues, the 
Democratic Party of Japan and its allies 
now possess a majority in the Upper House. 
Certainly the LDP under Mr. Abe remains 
committed to preserving the bilateral alli- 
ance, but the Lpp’s political power has been 
significantly weakened. Mr. Ozawa and his 
DPJ have suggested blocking the legislative 
measures essential to continuing Japan’s 
Maritime Self-Defense Forces’ commit- 
ment to the U.S. war on terrorism. Should 
DPJ under Mr. Ozawa be determined to take 
advantage of the history debate, the Upper 
House could pass a nonbinding resolution 
demanding an official apology by the U.S. 
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government for any U.S.-committed war- 
time or peacetime atrocities throughout 
history—~notably the atomic bombings that 
ended the war. 

In Japan’s relations with China and 
South Korea, the problem is even worse. 
These countries’ rapidly growing national- 
ist factions are concerned with reviving the 
Sino-centric order that collapsed in the ear- 
ly 20th century under the weight of West- 
ern and Japanese imperialism. This order 
was structured with concentric circles in 
which a Chinese dynasty was located at the 
center and “barbarian” tributary states or- 
bited on the periphery; Japan was detached 
from and untouched by the order through- 
out its history. In fact, Japan’s state identity 
has been defined by political independence 
from any Sino-centric order. 

In such an order, China by definition 
possesses moral supremacy while South 
Korea is also in a position putatively supe- 
rior to Japan. By extension, this means 
that China would monopolize historical 
orthodoxy, and that South Korea’s histor- 
ical interpretation would be superior to 
the Japanese view. In this context, Japan’s 
history debate is merely epiphenomenal to 
the rivalry between those who support ex- 
isting international system and those who 
desire to revive the Sino-centric order. 

To make the matter worse, a Sino-cen- 
tric order would be unstable. Both Beijing’s 
Communist regime and Seoul’s ethno-na- 
tionalist government are losing legitimacy 
in the eyes of their constituents because of 
domestic failures such as economic bipolar- 
ization. Consequently, both have taken ad- 
vantage of the orthodox depictions of the 
Japanese empire’s atrocities—true or not— 
that are a keystone in the construction of 
the modern Chinese and Korean national 
identities. And both have used Japan as the 
adversary against whom they can vent their 
stress and nationalist passion in an effort to 
secure a sense of national unity. 

Against this backdrop, reconciliation 
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between Japan and its two neighbors will 
be impossible for the foreseeable future, 
even if Japan demonstrated penitence for 
those wartime atrocities substantiated by 
historical research. Therefore, it is only 
possible to manage, not settle entirely, Ja- 
pan’s history debate. This is a necessity; 
the crucial U.S.-Japan alliance is at stake. 


Patching the U.S.-Japan Schism 


THE UNITED STATES and Japan have not 
achieved sincere reconciliation since World 
War II. The recent resignation of Japanese 
Defense Minister Kyuma demonstrated 
this reality. The two countries share strong 
common values in freedom and democracy, 
reinforced by highly overlapping economic 
interests across regions and globally. To be 
sure, these are solid bases for friendship. 
Nonetheless, the alliance’s emotional foun- 
dation has so far proven fragile. 

This concern is particularly acute, at 
least for the Japanese, because the war in 
Iraq leaves World War II seemingly one of 
the last remaining examples of a “just” 
American war. The U.S. approach to Ja- 
pan’s history debate has become overly sim- 
plistic and righteous at a time when the 
Japanese national debate leans toward ac- 
curacy and precision concerning details. 

At the present moment, the best ap- 
proach to managing Japan’s history ques- 
tion, particularly the issue of comfort 
women, is to keep politicians out of the 
game in both Washington and Tokyo; to 
leave the debate to historians and the in- 
formed publics across the Pacific; and to 
make their debate accessible to Asian na- 
tions. In other words, we need depoliticiza- 
tion. The most effective way to keep Japan 
aware of its past is to keep asking the Japa- 
nese about their findings and assessments 
through official and informal channels. Ja- 
pan aspires to play a greater leadership role 
in world affairs. It must face the challenge 
of its history—and it will. = 
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Voting for Change in 
Thailand and Japan 





The political landscapes of two Asian nations changed significantly 
this summer. In Thailand, voters accepted a new constitution, paving 
the way for fresh elections. While in Japan, the ruling Liberal Demo- 
cratic Party was dealt a harsh blow in July’s Upper House elections. 


Reversing the 
Tanks in Thailand 
by Pasuk Phongpaichit and 
Chris Baker 

ANKS ARE VERY clumsy in reverse 

T gear, Staging a coup is the relative- 

ly easy part; backing out of one 

can be very tricky. The Thai generals who 

overthrew the government of Thaksin Shi- 

nawatra one year ago need all their strate- 
gic skills for such a delicate maneuver. 

On Aug. 19, Thai voters approved the 
junta’s new constitution in a nationwide 
referendum. This paved the way for elec- 
tions, tentatively scheduled for Dec. 23, but 
the referendum’s result was a shock for the 
generals and their supporters. The issue 
was not really the constitution, which very 
few people had read, understood or even 


cared about. In effect, the vote provided a 
proxy approval rating on the junta itself and 
gave an early reading on what might hap- 
pen during the election in December. 

The generals had gone all out to get a 
positive result at the referendum. The jun- 
ta head, General Sonthi Boonyaratglin, 
sent down “instructions” for all military 
personnel to vote “yes.” Public money was 
used to fund supportive mass rallies. At the 
same time, opponents faced official harass- 
ment. Police interrupted public meetings, 
seized campaign materials and found an 
ancient law to stop Bangkok taxis from dis- 
playing stickers promoting a “no” vote. A 
poll-monitoring group headed by a former 
supreme commander of the military even 
found military interference on the day of 


the referendum. 


ao Ms. Pasuk and Mr. Baker are authors of 
Thaksin: The Business of Politics in Thailand, 
(Silkworm Books, 2004). 
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Much to the chagrin of many in Thailand, supporters of former Prime 
Minister Thaksin Shinawatra simply refuse to go away. 


The generals announced that their own 
polls predicted a 70-to-30 victory. Gen. 
Sonthi said he expected 90% of constitu- 
encies to vote in favor. Asked what would 
be the minimum acceptable result, one 
junta member replied 60-to-40 majority 
with a blithe air of confidence. In the end, 
the vote came in at 58-to-42 and the gen- 
erals were visibly disappointed. 

The results of the referendum revealed 
an interesting pattern: In the northeast and 
northern parts of the country, 24 provinces 
(roughly one third of the total number of 
provinces that make up the kingdom) had 
voted to reject the junta’s charter. These ar- 
eas were traditionally the heartland of the 
rural support for Mr. Thaksin and his Thai 
Rak Thai (TRT) party. After last year’s coup, 
the junta had announced that it would de- 
stroy Mr. Thaksin’s popularity in these ru- 
ral areas. They established a special 
taskforce with a budget for this battle. 
Prime Minister Surayud Chulanont visited 
the areas, local leaders were lured with 
spending projects and former TRT politi- 
cians were subjected to official harassment. 
But the referendum’s results showed that 
the junta’s campaign had totally failed. And 
the division of the country into those who 
love Mr. Thaksin and those who hate him 
remained starker than ever. 

What will happen if the same voting 
pattern is reproduced on Dec. 23? The 
24 provinces would return 146 directly 
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elected members of parliament and the 
42% poll would secure 33 of the 80 seats 
that are allotted to political parties ac- 
cording to the proportion of votes they ob- 
tain (this is referred to as the “party list”). 
Another 50 seats might be up for grabs in 
provinces where the margin in favor of the 
charter was very narrow. 

A simple calculation suggests pro- 
Thaksin factions could win from 180 seats 
to 220 seats of the 480 seats in the lower 
house. That could make them the majority 
party. Some of the possible outcomes in- 
clude: a reversal of the junta’s achieve- 
ments; amnesty for politicians banned for 
five years when the TRT party was dis- 
banded for electoral fraud and the return 
of Mr. Thaksin; and retribution and re- 
venge. But the military might not be will- 
ing to stand by and let this happen. 

Yet predicting the general election on 
the basis of the referendum result is far 
too simple. The two polls are different. 
There are still over three months to go and 
a lot can happen. But the referendum re- 
sult has prompted a quiet panic among the 
generals. 

After the TRT party was disbanded and 
the first corruption cases were launched 
against Mr. Thaksin and his family, the pro- 
Thaksin camp was supposed to fall apart. 
In fact, several faction heads who Mr. Thak- 
sin had lured into the party had indeed quit 
and some had offered their services to the 
generals. But the main factional compo- 
nents of the party held firm. Over 200 for- 
mer TRT MPs joined the virtually unknown 
beople Power Party (PPP) which has since 
moved into TRT’s old headquarters and is 
using a logo which looks very much like the 
old TRT logo. 

To lead the ppp, Mr. Thaksin recruited 
Samak Sundaravej, an old political war 
horse in semiretirement. At first glance, it 
seemed like a strange choice. Mr. Samak is 
an old right-wing ranter whose political 
career seemed largely over. But Mr. Samak 
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is very popular in Bangkok, especially at 
the grass-roots level. In 2000, he was 
elected as mayor of Bangkok with one mil- 
lion votes, almost double the amount of all 
the other candidates combined. Mr. Samak 
gives the pro-Thaksin camp a foothold in 
the capital which increases the anti-Thak- 
sin camp’s fears over their electoral pros- 
pects in December. 

Until the referendum result, the great 
hope of the anti-Thaksin camp was the 
Democrat Party which has a history of rid- 
ing to power in the aftermath of crises. Its 
looks, breeding and education. Its policy 
platform and economic team are already 
in place. During a recent round of fund- 
raising activities, the top donor was the 
Charoen Pokphand Group, one of Thai- 
land’s largest business groups (and a prom- 
inent backer of Mr. Thaksin five years ago). 
Other large firms were on the donor list 
signaling that the modern Thai business 
community is backing the Democrats. 
Bangkok’s middle class as a whole would 
also like a Democrat-led government. For- 
eigners would be happy, too. The party has 
publicly stated that it would abandon re- 
forms in the Foreign Business Law (which 
many consider to be antiforeigner) and 
promote a more open economy. 

But the Democrats had only 97 of the 
500 Mrs in the old parliament (under the 
new constitution the number of parlia- 
ment seats is reduced to 480 seats). In the 
2005 election, they won a pitiful four seats 
to the north and east of Bangkok. Further- 
more, Mr. Abhisit comes across as too 
young (he is 43 years old), lacking experi- 
ence (he has held no ministerial portfolio) 
and too remote from the realities of Thai- 
land’s grass-roots people (he was educated 
at Eton and Oxford). 
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Pro-Thaksin factions could win as many as 220 out 
of a total of 480 seats in the next parliament. 





The Democrats have managed to re- 
cruit Kraisak Choonhavan, a prominent 
senator in the last government and son of 
former Prime Minister Chatichai 
Choonhavan. This will give the party a 
toe-hold in the key northeastern province 
of Khorat where Mr. Kraisak is a favorite 
son. But that still leaves the Democrats 
facing an uphill battle. They will need both 
big money and the willingness to spend 
it—especially in ways that might go against 
the party’s avowed principles. 

Other leaders of political factions see a 
chaotic situation brimming with opportu- 
nity. Since early this year, different groups 
have offered to help the junta stage a 
smooth exit by becoming part of a coali- 
tion large enough to block the pro-Thaksin 
camp. Immediately after the recent refer- 
endum vote, the different factions plunged 
into a frenzy of party-forming, holding 
press conferences, issuing statements and 
negotiating with one another. Currently 
there is a plethora of political groups and 
factions, and the picture changes from day 
to day. Ultimately, however, there are 
strong reasons for them to coalesce into 
one or two parties. 

Many of the politicians leading these 
factions were formerly members of Mr. 
Thaksin’s TRT. And because of the renewed 
importance of the military, many retired 
and long-forgotten generals are being 
lured away from the golf course and into 
the political arena. To bring these various 
faction heads into one camp requires a 
leader who can make them all feel com- 
fortable. This is currently proving difficult 
although several political dinosaurs have 
been waving their tails. Even Gen. Sonthi 
has floated himself as a possibility. 

And what about Mr. Thaksin, now in 
self-imposed exile in London, launching a 


new career as a sports entrepreneur? In 
Thailand, around $1.7 billion of his assets 
have been frozen. Two corruption cases 
have been launched against him and his 
family, and several more are in the works. 
A committee has started looking into the 
responsibility for the 2,500 deaths in the 
antidrug campaign he implemented in 
2003. These are powerful incentives for Mr. 
Thaksin to invest heavily in the upcoming 
election in order to stem this judicial as- 
sault. Despite the asset freeze, he is still 
flush with funds. And even though he 
claims to have washed his hands of Thai 
politics, he has hired a prominent political 
public-relations firm to keep him in the 
news, maintaining visibility through web- 
sites and television appearances on the 
Manchester City terraces. He even person- 
ally phoned Mr. Samak to invite him to lead 
the new ppp; Mr. Samak, in turn, has an- 
nounced that he is Mr. Thaksin’s nominee. 

This is the setting for a bruising battle 
in which money and bureaucratic power 
will matter as much as personal popular- 
ity and party platforms, In the weeks and 
months ahead, between now and the polls, 
the junta will try to weaken and divide the 
pro-Mr. Thaksin camp. For example, even 
before Mr. Samak was formally elected as 
the ppp leader, news leaked from the audi- 
tor general’s office that Mr. Samak was un- 
der investigation for corruption over 
garbage contracts while he was Bangkok 
mayor. Most politicians have closets full of 
skeletons and many may have difficulty 
keeping them hidden. The new election 
law, currently being drafted, will include 
tough anticorruption provisions which 
could lead to candidates being disqualified 
both before and after the poll. 

General Montri Sangkhasap, army chief 
of staff, recently blamed the referendum re- 
sults on insufficient spending from the mil- 
itary budget. “Poverty is a root cause of all 
problems,” he said. “If we can fix it, people 
are likely to swing to us.” Two days later, he 





launched a “happy life” fund to support lo- 
cal projects. 

Gen. Montri’s statement and actions are 
very, very telling. The front-line units in 
this war will of course look like political 
parties and act like political parties. Al- 
though the December election will be 
fought between political parties, the real 
contest is in the background, between 
Mr. Thaksin’s cash and popularity on the 
one hand, and the junta’s command of of- 
ficial power and public money on the other. 
If the pro-Thaksin camp does win, it could 
be that the military might be unwilling to 
hand over power—and the man driving the 
tank unable to find the reverse gear. 


How Abe 
Lost the Plot 


by Douglas Turner and 
Tobias Harris 


FTER A MONTH of reflection, Japa- 
nese Prime Minister Shinzo Abe 
has finally selected a new cabinet. 
Described as a “new beginning” for his 
struggling premiership, the most important 
portfolios—finance, foreign affairs, defense 
and the post of chief cabinet secretary, re- 
sponsible for coordinating policy~—have 
been distributed to respected political 
heavyweights and among the Liberal Dem- 
ocratic Party’s factions. Mr. Abe has even 
tapped Yoichi Masuzoe, one of his promi- 
nent critics from within the Lpp, to be the 
minister of health, labor and welfare. 
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cw Mr. Turner, is CEO of pw Turner, Inc., a US.- 
based international strategy and communica- 
tions firm and a 2005-06 Council on Foreign 
Relations international affairs fellow in Japan. 
Mr. Harris is a former DPJ Upper House aide and 
author of Observing Japan, a blog. 
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Unlike Mr. Abe’s first cabinet which was 
widely disparaged as a “cabinet of friends”, 
the new cabinet exudes experience and 
competence, and will likely be less prone to 
amateurish mistakes. (Yet just one week af- 
ter the announcement of the new cabinet, 
Mr. Abe’s agriculture minister, Takehiko 
Endo, resigned due to yet another political 
scandal). Kaoru Yosano, the new chief cab- 
inet secretary, together with Taro Aso, the 
new LDP secretary-gener- 
al, have signaled that the 
government will shift its 
priorities to better reflect 
those of the Japanese peo- 
ple and will work to com- 
promise with the 
Democratic Party of Ja- 
pan in formulating policy. 
This approach might be 
successful in the short 
term and may enable Mr. 
Abe to serve out his term 
as LDP president. But the 
LDP must still determine a 
vision for the party in the 
wake of Prime Minister 
Junichiro Koizumi’s dis- 
ruptive tenure. It was the absence of vision 
that ultimately doomed the LDP in Japan’s 
29th House of Councillors election. 

The question that the new cabinet and 
the LDP as a whole must answer is: How 
did Mr. Abe, Japan’s youngest postwar 
prime minister, get it so wrong? 

It’s important to remember that cam- 
paigns and elections are more about sell- 
ing voters a vision than policy. Voters 
support candidates who can communicate 
that vision, as well as bring stability, 
act tough in the face of crisis and keep 
their promises. Politicians who under- 
stand this, succeed; those who don’t, fail. 


Mr. Abe chose to ignore the needs and desires of the 
Japanese people and they punished him for that. 





Japan’s Prime Minister Shinzo Abe leaves a news 
conference after his party’s defeat in July’s elections. 





Mr. Abe’s popularity has declined 
steadily since January when he readmit- 
ted the “postal rebels”—members expelled 
from the LDP for opposing postal reform. 
A steady stream of inappropriate com- 
ments made by his advisers and allegations 
of corruption that have dogged many of 
them have done little to improve his slide 
in the polls. The revelation 60 days prior 
to the election that the government had 
misplaced more than 50 
million pension records 
only made matters 
worse. 

But these issues alone 
did not seal Mr. Abe’s fate. 
The LDP began losing the 
day Mr. Koizumi handed 
Mr. Abe the keys to his of- 
fice. In fact, the election 
was really about Mr. Koi- 
zumi’s legacy and Mr. 
Abe’s poor leadership un- 
der conditions largely not 
of his making. 

When he took office in 
September 2006, Mr. Abe 
inherited a newly re-ener- 
gized economy and many voters hoped that 
the reform-oriented mindset of the Koizu- 
mi years would continue. He enjoyed high 
popularity, a historic supermajority in the 
House of Representatives and an empow- 
ered office of the prime minister. 

Everything was in his favor as he em- 
barked on a mission to steer Japan toward 
his vision of “a beautiful country.” A beau- 
tiful Japan, Mr. Abe said in his inaugural 
speech to the Diet, is “a country filled with 
vitality, opportunity and compassion, 
which cherishes a spirit of self-discipline 
and is open to the world.” 

What followed from this was an agenda 
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of Mr. Abe’s choosing which prioritized 
symbolic reforms in service of his ideolog- 
ical vision: revision of the law on educa- 
tion, elevation of the Japan Defense 
Agency to ministerial status and a nation- 
al referendum law that is a stepping stone 
to eventual constitutional revision. 

But his agenda was not the same as that 
of the Japanese people. Rather than con- 
fronting the domestic issues inherited 
from Mr. Koizumi—issues that impact 
lives and ultimately votes—Mr. Abe chose 
a path that would lead 11 months later to 
the Lpp’s worst ballot box performance 
ever. In short, he chose to ignore the needs 
and desires of the people of Japan. 

As it turned out, Japan’s voters were 
uninterested in Mr. Abe’s largely symbolic 
efforts to build national pride. Constitu- 
tional revision was less important than tax 
burden; patriotism in education was less 
important than equal access to education; 
and the creation of a defense ministry was 
less important than health care and pen- 
sion guarantees. 

Under Mr. Koizumi, urban Japan grew 
with young Japanese fleeing the country- 
side in search of economic opportunities. 
In particular, young Japanese who came 
of age during the depths of Japan’s eco- 
nomic crisis were struggling to find regu- 
lar employment in a world where lifetime 
guarantees no longer exist. 

Rural Japan looked at Mr. Koizumi dif- 
ferently. Long the Lpp’s iron-clad electoral 
base, it suffered the consequences of both 
postal reform and attacks on pork-barrel 
spending. Fear that further liberalization 
would only accelerate the rate at which ru- 
ral prefectures fell behind lead to the de- 
feat of many rural Diet members, including 
Toranosuke Katayama, the Lpp’s Upper 
House secretary-general., 

Urban and rural voters were united in 
their fears that Mr. Abe and the LDP had 
failed to provide for its growing elderly 


population or endow the country’s youth 
with the skills needed for participation in 
amore dynamic, globalized economy. 

Mr. Koizumi was brilliant at managing 
his message and building popular excite- 
ment for his vision of Japan. He left office 
with broad public support for the reforms 
he had so successfully articulated but was 
smart enough to leave the mechanics and 
implementation to someone else. 

Coming into office, Mr. Abe faced a 
tricky task: to reassure urban voters that 
he intended to complete Mr. Koizumi’s un- 
finished structural reforms, while reassur- 
ing the Lpp’s rural base that they had not 
been forgotten. Had Mr. Abe been more at- 
tuned to public sentiment (and less focused 
on ideological issues), he might have used 
his power to address this dilemma and en- 
sure that the LDP would remain competi- 
tive in both urban and rural Japan. 

Instead structural reforms were left by 
the wayside. They were reduced to “pro- 
growth,” pro-big-business policies that 
were so vague as to be little more than slo- 
gans. With the pps now in control of the 
Upper House, this problem is now a prob- 
lem for Japan’s political leadership as a 
whole. 

And while the policy-making process 
may appear to be grinding to a halt, Japan 
is no closer to overcoming its two-decade 
long crisis. As the LDP struggles to put its 
government back together, there is still a 
glimmer of hope. Mr. Abe’s determination 
to stay in office and his unexpectedly good 
selection of new cabinet members—Mr. 
Endo aside—seem to indicate that the 
prime minister and his party got the mes- 
sage sent by voters. Democratic politics al- 
ways gives second chances and this is no 
different in Japan. While the Lpp must still 
figure out its post-Koizumi identity, with 
alittle help from the experienced hands at 
the helm of his new cabinet, Mr. Abe may 
last longer than his detractors think. W 
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Vietnam: Beyond 
Fish and Ships 


by Jago Penrose, Jonathan Pincus and Scott Cheshier 





GUYEN HUU THANH left his 
university post in 1986 to 
take a job with a state- 
owned seafood processing 
company. After 11 years 
and countless administrative hurdles, he 
obtained a loan to set up a private seafood 
company to export to the Japanese mar- 
ket. Turnover in 2000, the company’s first 
year of operations, was $5 million. By 2006 
Viet Foods supplied nearly 40% of the su- 
shi shrimp consumed in Japan, recorded 
revenues of $63 million, and employed 
3,300 workers. 

One thousand kilometers away in Hai 
Phong, the Nam Trieu shipyard, amember 
company of the Vietnam Shipbuilding In- 
dustry Group (Vinashin), is putting the 
finishing touches on another 53,000 dead- 
weight ton vessel produced under contract 
to Graig Shipping of the United Kingdom. 
Vinashin, a state-owned conglomerate, 
posted $718 million in revenues in 2006 
and claims to have orders worth around 
$10 billion. 

Fish and ships are at the core of what 
Vietnamese planners call their “maritime 
economy,” an idea set out in the govern- 





ment’s “Ocean Strategy to 2020” published 
earlier this year. Offshore oil and gas and 
beach-front tourism are additional ways 
that Vietnam hopes to make the most of its 
3,200 kilometers and marine resources. 
The government expects that by the year 
2020, fish, ships, shipping, oil, tourism and 
related services will account for more than 
half of GDP as compared to 15% in 2005. 
Global demand for farmed fish and large 
ships is on the rise. Travel industry experts 
project that 50 million Chinese will travel 
overseas by 2010, and 100 million by 2020. 
Many of them will join Japanese, Korean 
and Taiwanese vacationers on Vietnam’s 
new beach resorts and golf courses. 

The maritime economy also carries 
symbolic meaning. Having made a revolu- 
tion in the rice fields of the Red River and 
Mekong deltas, Vietnam is now looking to 
the sea, driving forward a process that be- 
gan with enterprise reforms in 1989 and ex- 
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RIDING THE EXPORT WAVE 
Export growth buoys Vietnam’s GDP 
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tended through a European Union market 
access in 1995 and the landmark Bilateral 
Trade Agreement with the United States in 
2001. World Trade Organization member- 
ship in 2007 is the culmination of a process 
that the Vietnamese know as doi moi or 
“renovation,” but which in fact was a dra- 
matic policy about shift. While China was 
breaking up its cooperative farms in 1978, 
Vietnam launched an ill-fated collectiviza- 
tion drive in the Mekong Delta that brought 
the country to the brink of starvation. Yet 
by 1996, Vietnam had disbanded its own 
collectives and ranked as the world’s sec- 
ond largest rice exporter. The country has 
also emerged as a leading exporter of cof- 
fee, seafood, pepper, cashew, rubber as well 
as garments and shoes. 


Vent for Surplus 


VIETNAM’S ECONOMIC ACHIEVEMENTS 
during the doi moi reform period are im- 
pressive. Annual growth of domestic out- 
put has averaged 7% over a 20-year period, 
and export growth has exceeded 20% per 
year. Merchandise exports of $40 billion 
in 2006 represented 65% of GDP—a ratio 
that has more than doubled over the past 
decade. 

Exports have driven Vietnamese 
growth in a classic “vent for surplus” fash- 
ion, as external demand has created incen- 


tives to bring underutilized labor and land 
into production. Rice, coffee, fish, gar- 
ments, footwear and furniture producers 
have created millions of jobs, many of 
which have gone to unskilled, female work- 
ers from Vietnam’s populous rural areas. 

But even the most enthusiastic observ- 
ers recognize that the economy still relies 
heavily on low wages and natural resourc- 
es to propel exports and growth. And low 
wages are not in themselves a viable devel- 
opment strategy for the long period. De- 
spite all the talk about off-shoring, labor in 
fact accounts for a tiny share of total costs 
in manufacturing. On average, direct labor 
in developing country manufactured ex- 
ports represents only 3% to 4% of total 
costs at the port and less than 1% of retail 
prices. 

Other costs, such as electricity, trans- 
portation, telecommunications, security, 
administrative costs and corruption are of 
equal if not greater importance to inves- 
tors. And some of these costs are high in 
Vietnam relative to its competitors. Ac- 
cording to A.T. Kearney, a management 
consulting firm, industrial electricity pric- 
es in Vietnam are on a par with China and 
Thailand, and higher than Malaysia and 
Indonesia. But Vietnam’s shipping costs 
per kilometer are highest among the five 
countries, as are telecommunications and 
prime office space. 

Another problem with vent-for-surplus 
commodities like rice, fish, pepper, shirts 
and shoes is that they are characterized by 
low income elasticities of demand. In oth- 
er words, as people get richer they do not 
tend to buy more rice and coffee with their 
additional income. At the moment, Viet- 
nam is extremely competitive in slow 
growth industries. One of the secrets of 
success of East Asian development has 
been a deliberate focus on income elastic 
goods like sophisticated electronics and 
automobiles, which capture a growing 
share of total spending in parts of the 
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world like North America and Europe. 

Political stability, geography, resource 
wealth, a rapidly growing domestic mar- 
ket and now wro membership will all con- 
tinue to make Vietnam an attractive 
investment destination for some time to 
come. Net foreign direct investment in 
2006 was $2.3 billion, a 20% increase over 
the previous year, and is expected to rise 
again this year. 

But as the country grows richer, it will 
need to diversify away from import-inten- 
sive and bulk commodities and towards 
technology intensive industries with 
greater growth potential. Most of Viet- 
nam’s existing firms are small, although a 
few large foreign firms operate in shoes 
and garments. Technology is simple, mar- 
gins are thin and production is heavily de- 
pendent on imported inputs. Successful 
industrializing countries must eventually 
move beyond vent-for-surplus growth to 
develop domestic firms that achieve suf- 
ficient scale and technological capacity to 
meet international price and quality stan- 
dards, and to integrate these firms into the 
global supply chains that dominate manu- 
facturing in the 21st century. 


New Policy Priorities 


FOLLOWING WTO ENTRY, Vietnam has be- 
gun to attract investments into income 
elastic products. Companies like Intel, Fox- 
conn, Compal and Nidec have announced 
new investments in electronic components 
assembly. The Saigon Hi-Tech Park has 
emerged as a technology hub bringing to- 
gether foreign investors with domestic 
companies and research and training facil- 
ities. The goal is to replicate the Taiwanese 
and Chinese strategy of moving beyond as- 
sembly to link up foreign high-tech inves- 
tors with domestic suppliers. 
Implementation of this strategy will 
require decisive policy changes on a range 
of issues from macroeconomic manage- 


ment to legal system reform. But there 
are three areas which should become pri- 
orities for policy makers: 

æ Higher education. Domestic and for- 
eign businesses routinely list skill short- 
ages as the single largest obstacle to 
growth and technological upgrading. Viet- 
nam is not lacking in raw talent, as shown 
by the country’s gold medal haul at the 
most recent Math Olympiad. Toyota claims 
that training times for Vietnamese work- 
ers are the second fastest in the world. Yet 
the country’s universities have failed to 
mold this talent into industry-ready skills 
or to produce economically-relevant re- 
search. Vietnamese universities record the 
lowest number of publications in scientific 
and technological journals in the region, 
and in 2002—the most recent year for 
which data are available—only two inter- 
national patent applications were submit- 
ted by Vietnamese residents. Unlike China, 
scientific research institutes have only 
minimal links to business. 

The crisis in higher education and re- 
search is not simply a matter of money. Al- 
though China spends a lower share of 
national income on education than Viet- 
nam, some of its best universities are al- 
ready approaching global quality standards. 
Universities in Vietnam are the last bastion 
of central planning, delivering outdated, 
centrally controlled curricula through sys- 
tems that have not changed much since the 
1980s. No progress will be made until uni- 
versities and research institutes are given 
the autonomy they need to compete on the 
basis of quality, reputation and relevance. 

#æ Infrastructure. Vietnam emerged 
from decades of war and central planning 
with a massive infrastructure backlog. 
Roads, ports, airports, power stations, ir- 
rigation systems and water supply were all 
in need of reconstruction and develop- 
ment. Chronic delays and cost overruns in 
public sector projects have given rise to 
critical economic bottlenecks. After 20 
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years of reform, Vietnam still does not 
have a deep water port that can handle 
large container ships, adding some 28% to 
the cost of shipments to the U.S. Power 
outages are common in the major cities 
and the roads are congested to the point of 
gridlock. Construction of the country’s 
first oil refinery, launched in 1995 at an es- 
timated cost of $1.3 billion, is now expect- 
ed to be completed in 2009 at a cost of $2.5 
billion. 

In 2000 the government approved plans 
to construct 17 new national research labo- 
ratories by 2005. Only two were in opera- 
tion in mid-2007. Meanwhile, the 
government has approved plans to build a 
$33 billion high-speed railway linking Ha- 
noi and Ho Chi Minh City, raising questions 
about public-sector priorities. 

# Capital markets. As Vietnamese en- 
trepreneurs struggle to find long term fi- 
nancing, domestic investors are crowding 
into overheated land and equity markets. 
The main vn Index nearly tripled in value 
in the seven months after August 2006, be- 
fore falling back 20% in recent months. 
Stock valuations are detached from corpo- 
rate performance, and the market is driven 
by insider deals and manipulation of infor- 
mation. The market for luxury houses and 
apartments has once again caught fire. The 
UNDP survey found that Vietnam’s largest 
firms are speculating heavily in the real es- 
tate and stock markets in search of quick 
returns. The formation of asset bubbles 
alongside credit constraints for business is 
a sure sign that the capital markets are fail- 
ing in their primary function of mobilizing 
domestic savings and channeling it toward 
new investments. While banks pay nega- 
tive real interest rates to domestic savers, 
companies such as Vinashin rely increas- 
ingly on foreign credits to finance expan- 
sion plans. Unhedged dollar-denominated 
debt is not only risky for the companies 
concerned, but also creates a political con- 
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stituency opposed to depreciation of the 
Vietnam dong, which could ultimately pe- 
nalize exporters. 


Becoming Accountable 


THE COMMON THREAD connecting these 
issues is public accountability. The Viet- 
namese system has proved adept at dis- 
tributing economic and other 
benefits—land, shares, bank loans, profes- 
sorships and so forth—to a wide enough 
swathe of the political elite to ensure sta- 
bility and unity across regions and factions 
of the ruling Communist Party. But as po- 
litical benefits are privatized, economic 
costs are socialized. The poor quality of 
domestic schools and universities forces 
middle class families to borrow beyond 
their means to educate their children pri- 
vately or overseas. The delays and cost 
overruns that plague public-investment 
projects slow economic growth and divert 
funds from basic services like health and 
education. Soaring land prices force the 
urban poor into overcrowded housing and 
give rise to land disputes as officials snap 
up land cheaply and sell it on at profit. 
Demands for greater public account- 
ability are sure to intensify as society ur- 
banizes and the economy diversifies and 
expands. But opposing forces, emanating 
from within the government and party ap- 
paratus and economic interests under or 
allied to sections of the party and state, 
can be counted on to defend the status quo. 
We can expect the leadership to approach 
reform cautiously and incrementally, tak- 
ing care to steer a course that unleashes 
the dynamism of the economy without 
jeopardizing the nation’s hard won unity 
and political stability. The open question 
is whether such a course is still available 
to them, and whether the winds of the in- 
ternational economy will continue to blow 
as favorably as they do today. = 
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Tapping the Promise of Nuclear 


by Steve Kidd 


ROUND THE WORLD there is much 
A talk of a “nuclear renaissance.” 

Yet in reality, the majority of nu- 
clear reactors—both those under construc- 
tion and planned—are located in Asia. 
Japan, South Korea and Taiwan already 
have well-established nuclear programs, 
which are expected to continue, maintain- 
ing their nuclear shares of electricity at 
least at current levels. In South Korea, nu- 
clear power generates around 40% of elec- 
tricity. Other countries in the region are 
expected to get their first nuclear plants by 
2020, notably Vietnam and Indonesia. Oth- 
er possible candidates include Malaysia and 
Thailand. But China and India offer the 
brightest prospects for significant growth 
in the number of nuclear-power plants. 

At present, nuclear power accounts for 
less than 3% of electricity supply for these 
two economies. But given stated plans to 
2020 and beyond, it is expected that this 
proportion will change dramatically. In ad- 





dition to contributing to the energy needs 
of Asia’s fast-growing economies, nuclear 
power offers the promise—particularly in 
the case of China and India—of replacing 
dirty coal-fired power generation with 
something more environmentally benign. 
With the first commercial reactors 
having started up in the 1950s, nuclear 
power is now a mature technology. The in- 
dustry grew very rapidly in the 1970s and 
1980s but then entered a period of relative 
stagnation. Important reasons for the 
slowdown in the industry include the long 
lead time required to build reactors (up to 
20 years in some cases) and their low load 
factors largely arising from poor operating 
practices. Accidents at Three Mile Island 
in 1979 and Chernobyl in 1986 also had an 
impact on public concerns about nuclear 
safety. Since 1988, however, the nuclear 
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share of world electricity has remained re- 
markably constant at 16%. The number of 
reactors in operation has risen very slowly, 
reaching 438 units at present. The key to 
this has been improvements in the operat- 
ing performance of existing reactors so 
that they now generally have their licens- 
es extended (in the case of the United 
States from 40 to 60 years). 

Worries about energy security were the 
principle reason why energy-starved coun- 
tries such as France and Japan originally 
went nuclear back in the 1970s, and it re- 
mains an increasingly powerful argument 
in today’s uncertain world. Other argu- 
ments are now being used to support new 
nuclear building. Perhaps the biggest argu- 
ment heard in favor of nuclear today is com- 
ing from those who advocate its 
environmental credentials. It is not just the 
fear of climate change from global warming 
which is motivating this—it is also coming 
from those concerned by the more obvious 
immediate impact on human health from 
burning coal and oil, as well as those who 
point to the thousands of coal miners who 
are killed around the world each year. 

The environmental problems of energy 
exploitation need to be fixed by a combina- 
tion of conservation and moving to resourc- 
es that are environmentally friendly, 
ideally by taxing polluters more heavily. 
Ruling out any technology capable of con- 
tributing to this because of outdated green 
mythology is fundamentally foolish and 
likely to misallocate resources. The govern- 
ments of China and India, both of whom 
envisage building hundreds of nuclear- 
power plants in the period after 2020, now 
join prominent environmentalists such as 
James Lovelock and Patrick Moore in ad- 
vocating nuclear power. Until then, it is rec- 
ognized that nuclear power can only play a 
limited role given the time lags involved. 
The situation in both countries is slightly 
different for historical reasons and is worth 
describing in more detail. 





China’s Nuclear Ambitions 


CHINA IS ONE of the five nuclear-weapons 
states and its nuclear sector still bears some 
hallmarks of its previous domination by 
military objectives. Today, however, the 
civil side is clearly in the ascendancy and 
indeed bears some resemblance to the Rus- 
sian nuclear industry of a decade ago. Some 
secrecy about facts and figures shroud Chi- 
na’s nuclear sector. Yet an understanding of 
the requirements of a commercial nuclear 
sector is slowly starting to emerge. Unlike 
India, China has not been constrained by 
an inability to import civil nuclear technol- 
ogy and materials from abroad. Moreover, 
China is amember of the Nuclear Suppliers 
Group (NSG), an international 44-member 
group which effectively ensures compli- 
ance with international nonproliferation 
objectives. The group has forbidden nucle- 
ar trade with India owing to New Delhi’s 
refusal to sign the Treaty on the Nonprolif- 
eration of Nuclear Weapons (NPT). 

China currently has 11 nuclear reactors 
in operation, with a total capacity of 8.5 
gigawatts, while up to 12 will commence 
construction in the near future. Four of 
the operating reactors are of French de- 
sign, two are CANDUs from AECL of Cana- 
da, two are light water reactors (LWRs) 
from Russia and the other three are of Chi- 
nese design. Even so, this is really a drop 
in the ocean in terms of Chinese electric- 
ity supply, accounting for only 2% of in- 
stalled capacity. In recent years, China has 
been commissioning an annual average of 
60 gigawatts of electricity generating ca- 
pacity. This has been predominantly coal- 
based but has also included a lot of 
hydroelectric power. Indeed, the Three 
Gorges Dam will itself add 18 gigawatts to 
capacity, double nuclear’s current total 
(yet the prime motivation for this monu- 
mental project had more to do with the 
need for flood control than power). 

It is clear that nuclear provides no im- 








mediate solution to China’s substantial 
power needs, which have sometimes re- 
sulted in shortages for industrial plants in 
China during the warm summer months. 
This must be sought by demand control 
(including a move to more realistic market- 
based pricing) and further additions to the 
stock of fossil fuel generating plants (main- 
ly coal). Over the medium term, however, 
there is an official target for nuclear to 
reach 40 gigawatts of capacity by 2020. 
This would imply a small increase in the 
share to around 4%. To get there, however, 
is going to require a nuclear program of a 
similar magnitude to that 
of France in the 1980s, 
with two or three 1,000- 
megawatt reactors coming 
into operation each year in 
the period 2008-20. Is this 
realistic? 

In the past, gaining 
government approval for 
new reactors could be a 
torturous process. In Chi- 
na’s ninth Economic Plan 
(1996-2000), nuclear fared 
badly. It prompted concerns about the eco- 
nomics of nuclear compared with alterna- 
tive technologies but also suffered from a 
desire to spur economic development away 
from the prosperous coastal areas (the log- 
ical choice for locating nuclear plants) in 
favor of the underdeveloped central and 
western areas of China (where hydroelec- 
tric and coal-fired plants are centered). 
Some of this spilled over into the 10th Plan 
(2001-05) and this caused a logjam of new 
plant approvals. This appears to be easing, 
with reactor projects in both 10th and 11th 
(2006-10) plans gaining official approval. 
Although there will now be a gap of a few 
years before any new reactors open, a flur- 
ry of new start-ups is expected in the pe- 
riod 2011-14. 

The state planners and political leaders 
now seem happier with nuclear. They have 


In the future, 
China will need 
to build as many 
as 10 new nuclear 


plants each year. 


seen that reactors have come into opera- 
tion on or even ahead of schedule and at a 
lower cost. The reactors are also running 
at high capacity and their safety records 
are good. Concern about China’s environ- 
mental problems is rising, particularly the 
emissions of coal-fired plants near crowd- 
ed cities, and nuclear’s beneficial aspects 
are well understood. The contribution that 
a nuclear-power plant makes to economic 
development in local areas has also been 
well-noted. Indeed, this spurring of local 
economic development has led to many 
provincial governments to make prelimi- 
nary plans for nuclear 
power plants in their ar- 
eas—and not just in the 
coastal provinces. Outside 
commentators often make 
the mistake of ignoring re- 
gional political power in 
China, wrongly seeing it 
as a monolithic and over- 
centralized. Yet within 
the one-party rule by the 
Communists, the provinc- 
es have a lot of say. There 
is an unusual situation in China in which 
local people are pressing the government 
for more nuclear-power plants, rather than 
the government imposing reactors on a re- 
luctant local populace. 

There is some concern within the Chi- 
nese industry about the long-term future of 
public opinion on nuclear, particularly as 
the country gets richer. Yet there is deter- 
mination to learn lessons from the mishan- 
dling of the key issues by the Western 
industry such as safety, waste management 
and weapons proliferation. For example, all 
the Chinese reactor operators are members 
of the World Association of Nuclear Opera- 
tors, an organization set up in the after- 
math of Chernobyl to bring common high 
safety standards to all reactors. 

There are good grounds to see the tar- 
get of 40 gigawatts by 2020 as challenging, 








As part of its plan to sustain economic growth and reduce pollution, 
China plans to build 40 nuclear reactors within the next 15 years. 


but still realistic. As a result, all the key 
nuclear-reactor vendors are now targeting 
China, including Areva nP, Westinghouse- 
Toshiba, GE (and its Japanese partner Hi- 
tachi), the Russians and the Koreans. The 
Chinese are currently playing a cute game 
of playing these off against one another for 
new orders and nobody is likely to make 
much money out of the process. China will 
almost certainly eventually follow the Ko- 
rean route of developing and then adopt- 
ing a standard national nuclear-plant 
design, which will then be built in great 
numbers around the country. This is like- 
ly to be a pressurized water reactor, a hy- 
brid of existing Chinese designs and things 
learned from working with their foreign 
partners. 

China has already exported one 300 
megawatt reactor to Pakistan, and Islam- 
abad has another one on order. Tsinghua 
University has also developed a small high 
temperature gas-cooled reactor which is 
currently operating. A full-scale version of 
this will soon be under construction, while 
China is also interested in building a fast 
breeder reactor. Although it will be a long 
time before China will be a major nuclear 
exporter, it sees itself as a friend of other 
developing countries and will likely follow 
South Korea in seeking nuclear coopera- 
tion in Asia and, potentially, Africa and 
Latin America. 

It is in the period after 2020 that China 





will be able to build sufficient nuclear 
plants to make a major dent in both elec- 
tricity supply and environmental care. The 
National Development and Reform Com- 
mission is now targeting decreases in en- 
ergy consumption per unit of GNP and has 
announce an objective for nuclear capac- 
ity in 2030 of 120 gigawatts to 160 giga- 
watts. This would imply building reactors 
at the rate of around seven to 10 per year 
throughout the 2020s. 


India’s Nuclear Resolve 


THERE IS ONE country in the world which 
has for several years had a clear, strong po- 
litical commitment to nuclear power—In- 
dia. At the Johannesburg Earth Summit in 
October 2002, India affirmed its commit- 
ment to nuclear power as an essential ele- 
ment of its sustainable development 
strategy. This was sufficient to avoid anti- 
nuclear resolutions designed to constrain 
the industry everywhere. This political 
statement in favor of nuclear was far stron- 
ger than China’s at the time, where govern- 
ment support was wavering and had been 
made conditional on factors such as eco- 
nomic viability and operational safety. 
India plans to increase its net nuclear- 
generating capacity from only 3.8 gigawatts 
today to 20 gigawatts in 2020. As in China, 
this will prove challenging, but it is only a 
small part of the country’s long-term vision 
for energy security. India recognizes that 
its economic growth aspirations cannot be 
accomplished without exploiting its signif- 
icant coal resources (this is also true in Chi- 
na). So up to 2020, new coal plants will 
continue to dominate the growth of elec- 
tricity-generating capacity. The environ- 
mental consequences of coal are, however, 
well recognized so it is the intention be- 
yond 2020 to increasingly rely upon nucle- 
ar for power generation, with capacity 
expected to hit 100 gigawatts or more. 
There has been one major constraint on 





India’s plans: that they have had to achie- 
ve self-sufficiency in the nuclear fuel cycle. 
Although the recent agreement with the 
U.S. on freeing up trade in nuclear tech- 
nology will lead, if fully ratified, to a dra- 
matic change in this situation, it is 
important to understand the difficult path 
India has had to take. This is because of 
India’s refusal to sign the NPT, which New 
Delhi sees as discriminatory because it 
does not accept India as anuclear weapons 
state. (China detonated its first nuclear 
weapon in 1964 and India in 1974. But the 
treaty came into force between these 
dates.) This meant that India would have 
to renounce nuclear weapons and take 
what it regarded as the inferior status of a 
non-weapons state. Owing to its security 
concerns about China and Pakistan, India 
has always refused to do this and has 
sought equal recognition with the five nu- 
clear-weapons states: the U.S., Russia, 
United Kingdom, France and China. 

In an effort to expand participation in 
the npt, the Nsc decided in 1992 to pro- 
hibit all nuclear commerce with those 
countries which had not agreed to accept 
full-scope safeguards on their nuclear ma- 
terials. This effectively required countries 
to accede to the NPT if they aimed to par- 
ticipate in nuclear commerce. India’s re- 
sponse was to intensify its efforts to 
achieve self-reliance with a dual policy of 
maintaining a small nuclear deterrent 
while pursuing peaceful nuclear power on 
a major scale. 

India’s self-sufficiency extends from 
uranium exploration and mining through 
fuel fabrication, heavy water production, 
reactor design and construction, to repro- 
cessing and spent fuel management. It has 
a small fast breeder reactor and a much 
larger one is now under construction. It is 
also developing technology to utilize its 
abundant resources of thorium as a nuclear 
fuel. Its uranium-resource base is relative- 
ly weak. Access to the international market 





for uranium is one of the main attractions 


for India of the deal with the U.S. 

Plans for the future have been in three 
stages, initially using Pressurized Heavy 
Water Reactors (PHWR) fuelled by natural 
uranium but moving successively to reac- 
tors fuelled by plutonium and thorium. As 
India has poor domestic uranium resourc- 
es, it has had to plan on using new and 
technically unproven reactor technology 
to get around this. The possibilities opened 
up by the prospective trade deal with the 
U.S. are therefore very attractive. Indeed, 
India’s reactor plans have in the past been 
badly affected by many delays and poor op- 
erating load factors, which today mean that 
some outside observers doubt its ability to 
achieve its current plans. However, it is 
clear that both the construction program 
and reactor operations improved consider- 
ably in the 1990s. Reactor load factors are 
now at 80%. India’s recent economic per- 
formance has also been much improved, in 
contrast to the past when it performed 
poorly. The share of nuclear in Indian pow- 
er generation should now rise to 10% with 
the existing construction program, includ- 
ing larger PHWRs and two LwRs imported 
from Russia. (The export of Russian tech- 
nology escaped the NsG controls because 
the project is long-standing, predating the 
establishment of the organization.) 

Free import of foreign reactor technol- 
ogy and nuclear fuel will make it consider- 
ably easier for India to achieve its 
nuclear-energy targets. Yet India will also 
need to make major investments in its 
electricity grid. Currently it is difficult to 
absorb the power from such large generat- 
ing units. In addition, strong political 
backing for nuclear power is clearly a nec- 
essary precondition for its success. India’s 
commitment is praiseworthy, especially 
its link to a long-term environmental pol- 
icy. The consequences of a population of 
more than one billion reaching higher lev- 
els of per capita energy consumption via 








fossil fuels will be considerable. A shift to- 
wards nuclear beyond 2020 provides an 
answer to this. Most long-term energy sce- 
narios with low carbon emissions incorpo- 
rate rather unrealistic assumptions about 
the role of renewables in power genera- 
tion. But New Delhi’s plans are entirely 
feasible if the technical challenges are 
overcome and if its current isolation from 
nuclear trade can be ended. 

Both China and India have hugely am- 
bitious plans for nuclear power. In the pe- 
riod leading up to 2020, both countries 
must exploit their substantial natural coal 
reserves to achieve their desired rate of 
economic growth. Nuclear can play only a 
limited role in satisfying their power gen- 
eration objectives in this period. But after 
2020, nuclear can begin to make a major 
impact in achieving both energy and envi- 
ronmental objectives. Further improve- 
ments in nuclear technology by then may 
also expand the uses of nuclear—into sea- 
water desalination and hydrogen produc- 
tion, for example—as new generations of 
advanced reactors come on stream. This 
will serve to make nuclear an essential 
part of 21st century energy and environ- 
mental policy throughout the world. 


In both countries, however, there are 
some common challenges that must be 
faced. A huge number of skilled staff will 
be required in order to allow such ambi- 
tious nuclear programs to be undertaken. 
The complexity of nuclear power requires 
the very best staff in both operational but 
also in government regulatory roles. But 
this comes at a time when there are more 
attractive career opportunities in other 
economic sectors. If the experience of nu- 
clear in other countries is anything to go 
by, public acceptance problems must also 
be faced in the future. But there is a wealth 
of experience now on how best to convince 
people of the nuclear power’s merits, par- 
ticularly by explaining the technology and 
its advantages in an open, accessible way. 
When people are given the opportunity to 
visit nuclear sites, they usually are per- 
suaded that it is a challenging but viable 
technology. 

It will be a lot easier for China and India 
to achieve their plans if they each adopt a 
spirit of international cooperation. They 
can only do so much in isolation. But there 
is huge amount of assistance available from 
the rest of the world—assuming nee 
barriers can be overcome. z 


China’s Quest for Overseas Oil 


by Erica Downs 


N RECENT YEARS it has been in 
vogue for some American policy 
makers and pundits to criticize 
the overseas expansion of China’s nation- 
al oil companies (Nocs) as mercantilist. 
Even the Bush administration has joined 
the chorus, taking the Chinese govern- 
ment to task for attempting to “follow a 
mercantilism borrowed from a discredited 
era” through its efforts to “somehow ‘lock 
up’ energy supplies around the world.” 
This rhetoric conjures up an image ofa 
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zero-sum competition for oil among the 
world’s major powers—ranging from a 
New Great Game in Central Asia to a New 
Scramble for Africa—in which one coun- 
try’s gain is another’s loss. But it mischar- 
acterizes the Chinese Nocs’ global search 
for oil and their impact on the world oil 
market, exaggerates the differences be- 
tween Chinese and American oil policies 
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and runs the risk of heightening Sino- 
American tensions over oil. 

Mercantilism has become a word that 
serves as a catch-all for a variety of Chi- 
nese oil-motivated actions inimical to 
United States’ interests. Some proponents 
of the myth of Chinese energy mercantil- 
ism use the term to narrowly describe Chi- 
nese policies, charging that Beijing, in 
emulation of the Europe- 
an colonial powers, is di- 
recting its NOCs to acquire 
oil assets abroad to exclu- 
sively supply China. The 
U.S. and other Western 
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that are the primary drivers. While some 
Chinese officials are undoubtedly uncom- 
fortable with China’s increasing depen- 
dence on imported oil, China’s nocs, like all 
other oil companies, need to continuously 
acquire new reserves to replace what they 
produce and the opportunities for them to 
do so within China appear rather limited. 
Additionally, exploration and produc- 
tion historically have been 
the most profitable part of 
the oil business. This is 
especially true for China’s 
Nocs, which lose money 
from their refining and 
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ply security. They also 
contend that the Nocs are 
overpaying for assets to assuage Beijing’s 
energy insecurity. Others apply the term 
more broadly to lambaste Beijing for any 
measures taken to help China’s Nocs ex- 
pand overseas that run counter to U.S. for- 
eign-policy objectives. All three usages are 
problematic. 

Central to the myth of Chinese energy 
mercantilism is the misperception that 
China’s NOCs are engaged in a centrally- 
directed quest to “lock up” oil around the 
globe for the sole purpose of supplying 
Chinese consumers. Reality, however, is 
quite different. Not only are corporate in- 
terests distinct from national ones, but 
Chinese officials generally have neither 
the time nor the inclination to become in- 
timately involved in the assessment and 
acquisition of oil assets. 

First, although many narratives in the 
international media about the overseas ex- 
pansion of China’s Nocs have focused on 
the Chinese government’s energy insecu- 
rity as the main motivation, it is in fact the 
companies’ quest for reserves and profits 


national levels. Conse- 
quently, China’s Nocs, like 
the major international oil companies 
(10Cs), seek income from exploration and 
production assets acquired abroad. 
Second, contrary to popular opinion, 
the overseas expansion of China’s NOCs is 
not driven from the “top-down” but rather 
from the “bottom-up.” The liberalization 
and decentralization of China’s energy 
sector over the past two decades has re- 
sulted in a shift of power and resources 
away from the central government toward 
the state-owned energy companies and a 
substantial reduction in the ability of the 
government to monitor these firms. When 
it comes to deciding which overseas assets 
to acquire, the NOCs are in the driver’s seat 
and the Chinese government is often just 
along for the ride with little idea of the fi- 
nal destination. While the international 
media has made much of the omission of 
Sudan from the Chinese government’s re- 
cently published catalog of countries in 
which Chinese companies are encouraged 
to invest, this document has not stopped 
China National Petroleum Corporation 








President Hu Jintao and Sudan’s President al-Bashir wave during a 
visit to a Chinese-built oil refinery in Khartoum earlier this year. 


(CNPC) from expanding its assets in Sudan. 
Additionally, the Chinese government is 
not the only backseat driver; a variety of 
other actors, including the companies’ mi- 
nority shareholders, international banks 
and the governments of oil-producing 
states also seek to influence the invest- 
ment decisions of China’s NOCs. 

Third, the reputation that China’s NOCs 
have acquired for prioritizing the accumu- 
lation of physical barrels of oil over the 
growth of profits in their acquisition of 
overseas exploration and production as- 
sets is not entirely warranted. It is true 
that the Chinese Nocs are able to settle for 
lower rates of return than the 10Cs be- 
cause, as state-owned companies, they 
have access to subsidized capital (although 
the majority of their projects in 2006 were 
done on balance sheet). They also do not 
pay dividends to their primary sharehold- 
er, the Chinese government (although this 
may be changing). However, declarations 
that the Chinese Nocs have overpaid for 
assets, in many cases, are premature be- 
cause the rates of return on the companies’ 
investments depend in large part on the 
future price of oil. Indeed, the sustained 
increase in oil prices since late 2002 has 
made many Chinese purchases previously 
written off as foolish now look rather 
smart. The British consultancy Wood 
Mackenzie recently concluded that “there 
is little evidence that the Asian Nocs have 
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completely discarded financial returns in 
order to acquire oil output at any price.” 

Fuzzy thinking about the world oil mar- 
ket has led to further allegations that Chi- 
na’s NOCs, in shipping much of their overseas 
production to China, have reduced global 
supplies and put upward pressure on world 
oil prices. In fact, the opposite is true. 

China’s Nocs, whose foreign produc- 
tion sharing contracts are not fundamen- 
tally different from those signed by the 
10Cs, pumped a combined total of 685,000 
barrels per day of oil abroad in 2006—less 
than 1% of world oil production—and ap- 
pear to have sold at least two-thirds of it 
on the international market. If China’s 
NOCs were to send home all of their over- 
seas production, oil imports from other 
exporters such as Saudi Arabia and Ango- 
la would be reduced by the same amount. 
China’s NOCs are actually expanding, rath- 
er than contracting, the amount oil avail- 
able to other consumers—and thus easing 
upward pressure on oil prices—by pump- 
ing oil abroad, especially at oil fields in 
which other companies are unable or un- 
willing to invest. 

Another myth of Chinese energy mer- 
cantilism concerns its dealings with oil- 
exporting states whose policies run 
counter to American interests. China’s oil 
ties to Sudan are usually the poster child 
for such discussions. CNPC is the largest 
foreign investor in the Sudanese oil patch 
and its operations transformed Sudan 
from a net oil importer to a net oil export- 
er in 1999, enabling both cnpc and Khar- 
toum to reap windfall profits from the 
sustained rise in world oil prices. The com- 
pany’s substantial and lucrative invest- 
ments in Sudan—its second largest source 
of foreign oil production after Kazakh- 
stan—have been a factor behind China’s 
obstructionist behavior in the United Na- 
tions Security Council in recent years. 
However repugnant Beijing’s willingness 
to allow cNPC’s oil interests to influence its 
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response to the killing and dislocation of 
civilians in Darfur, it does not a mercantil- 
ist make. While the very use of the term 
mercantilist may further the cause of those 
who want to paint China as a menacing 
and retrograde power, it does not accu- 
rately capture China’s policy toward Su- 
dan. There are better words—such as 
amoral and short-sighted—to describe 
China’s ability to separate business from 
politics in Sudan. 

The third myth of Chinese energy mer- 
cantilism is that its approach to securing 
oil supplies is radically different from that 
of the U.S. To cite one prominent example, 
in its 2005 report to Congress, the U.S.- 
China Economic and Security Review 
Commission states that “[t]he United 
States secures its supplies via open inter- 
national markets while China wants to 
own oil at the wellhead.” Upon closer in- 
spection, this is a false dichotomy. Both 
Chinese reliance on the world oil market 
and U.S. interventions in that market are 
greater than the commission maintains. 

Contrary to popular perceptions, most 
of China’s imported oil is procured in the 
same way as the U.S.’s. Both countries’ oil 
imports are purchased on the spot market 
and through long-term contracts (typical- 
ly no more than 12 months) which are 
based on spot prices. The oil that China’s 
NOCs produce abroad—regardless of 
whether it is sold locally or sent to China— 
is likely to be valued by the host country at 
the world price for the purpose of calculat- 
ing royalty and tax payments. 

Additionally, many of the concerns ex- 
pressed by American policy makers and 
pundits about what China is doing to meet 
its oil requirements are things that the 
U.S. itself has done. Yes, China’s growing 
demand for oil and the international ex- 
pansion of China’s nocs have contributed 
to China’s deepening engagement with re- 
gimes that commit egregious human- 
rights violations (Sudan), harbor nuclear 


ambitions and sponsor terrorism (Iran) 
and are rife with corruption (Angola). Yet, 
China is not alone in subjugating its for- 
eign policy to its oil interests. The U.S. has 
fought wars for oil (Iraq), rolled out the 
red carpet for visiting heads of state from 
oil-producing countries with poor human- 
rights records (Equatorial Guinea) and 
wide-spread corruption (Kazakhstan) and 
overthrown governments to further U.S. 
oil interests (Iran). 

Both Beijing and Washington—not to 
mention the governments of other major 
oil-importing states—have also lobbied of- 
ficials in oil-exporting nations to advance 
their oil interests. Beijing’s efforts to per- 
suade Moscow to prioritize the construc- 
tion of an oil export pipeline from East 
Siberia to China, rather than one to the Pa- 
cific Coast championed by Japan, are 
broadly reminiscent of Washington’s ulti- 
mately successful diplomatic pressure on 
Central Asian governments to support the 
routing of an export pipeline from the city 
of Baku in Azerbaijan, through Georgia, to 
the Turkish port of Ceyhan, rather than an 
alternate route through Iran. 


The Cnooc Debacle 


PERHAPS MORE THAN any other example, 
the unsolicited bid made by China Nation- 
al Offshore Oil Corporation (Cnooc) for 
the U.S. firm Unocal in 2005, and the pro- 
tectionist outcry it triggered in Washing- 
ton, turns the conventional wisdom about 
Chinese and American oil policies on its 
head. Contrary to popular opinion, Cnooc’s 
attempt to purchase Unocal was not moti- 
vated by a Chinese government dictate, 
backed by the full resources of the Chinese 
state, to secure oil and natural gas assets 
for the motherland. Lacking strong politi- 
cal support from Beijing, Cnooc sought to 
acquire Unocal not only for its reserves but 
also to facilitate its transformation into a 
truly multinational energy company. The 





furor that erupted in the U.S. in response 
to Cnooc’s bid revealed that some U.S. pol- 
icy makers and pundits misunderstood 
how oil markets work and adhered to the 
very mercantilist ideas which they as- 
cribed to the Chinese. These include the 
assumption that the nationality of an oil 
company matters because firms, especial- 
ly state-owned ones, prioritize national 
over corporate interests and the notion 
that the acquisition of oil assets is the best 
way to enhance supply security. 

The fact that China and the U.S. inter- 
vene in the world oil market is hardly sur- 
prising. After all, the world oil market is 
not free; the Organization of Petroleum 
Exporting Countries sets production quo- 
tas for member countries—which in turn 
influence prices—based in large part on 
the economic and political needs of those 
countries. Similarly, oil consumers also at- 
tempt to influence the market to serve 
their interests. 

The myth of Chinese energy mercantil- 
ism may exacerbate the increased bilater- 
al frictions that both Beijing and 
Washington seek to avoid. First, the use of 
the adjective mercantilist to describe the 
foreign investments of China’s NOCs con- 
flates commercial competition with geo- 
political competition and may lead some 
observers to see Chinese challenges to U.S. 
interests where they don’t exist. To be 
sure, China’s Nocs—like companies around 
the world—rely on their government for 
diplomatic support of foreign acquisitions. 
The state-ownership of China’s NOCs cer- 
tainly blurs the line between national and 
corporate interests, but more often than 
not, a bid by a Chinese oil company for an 
overseas asset is simply a bid to grow re- 
serves and profits and not to advance Chi- 
nese global or regional influence. 
Furthermore, while an oil asset may be a 
source of zero-sum or mixed-sum compe- 
tition between companies; this is not nec- 
essarily the case for their home countries. 





As long as the oil continues to flow, all con- 
sumers benefit. 

Second, treating China like a mercan- 
tilist state may prompt it to behave like 
one. Case in point: the U.S. outcry over 
Cnooc’s bid for Unocal. If the objective of 
the deal’s opponents was to convince Chi- 
na’s oil companies and policy makers that 
the U.S. views oil as a source of zero-sum 
competition between nations and that na- 
tional ownership of energy assets matters, 
then they succeeded admirably. Opposi- 
tion to the deal even prompted China’s 
Nocs to seek better opportunities for asset 
acquisition elsewhere, in places such as 
Iran, Sudan and Venezuela. 

Third, the assumption that corporate 
interests are synonymous with national 
interests can result in policy prescriptions 
that fail to cure the “disease” they are in- 
tended to treat. For example, some ana- 
lysts—under the assumption that the 
foreign investments of China’s NOCs, espe- 
cially in states at odds with the U.S., are 
primarily driven by the Chinese leader- 
ship’s energy insecurity—have argued that 
the U.S. should encourage China to join 
the International Energy Agency and to 
use oil more efficiently. While both of 
these recommendations should be pur- 
sued to enhance global energy security, 
they are unlikely to deter China’s Nocs 
from investing overseas for the same rea- 
son that they have not prevented U.S., Jap- 
anese or French oil companies from 
acquiring oil assets abroad. Even if the na- 
tional “energy security” motivation disap- 
pears, the corporate need to increase 
reserves and profits remains. 

The challenge, then, for Washington 
and other capital cities seeking to influ- 
ence China’s policies toward states such as 
Sudan is not to attempt to convince Beijing 
to smother the corporate ambitions of Chi- 
na’s NOCs but instead to persuade Beijing 
to use whatever influence it has over Khar- 
toum to help shape policy outcomes. = 








India’s Hydrocarbon Future 


by Pramit Pal Chaudhuri 


HE INTERNATIONAL consequenc- 
T es of India’s future energy appe- 

tite have generally been 
underestimated. Demand forecasts for 
China and the United States are certainly 
greater than India’s. But this has only kept 
the spotlight off of India’s projected con- 
sumption. With one of the world’s fastest 
growing economies and the world’s sec- 
ond-largest population, India is expected 
to become the third largest energy con- 
sumer in the world in 25 years. Significant- 
ly, the country seems likely to meet 
three-quarters of its requirements solely 
through fossil fuels. 

At the moment, India already faces a 
severe energy deficit. Although its econo- 
my is averaging 8% growth per year, en- 
ergy production is increasing by only 5% 
per year. In May, India’s Prime Minister 
Manmohan Singh warned that India al- 
ready faces a 10% deficit between energy 
supply and demand. In some parts of the 
country the peak demand gap touches 
25%. It’s clear the country will need to 
massively expand its energy base over the 
next decade. According to New Delhi’s re- 
cent Integrated Energy Report, if the 
economy is to maintain its present growth 
rate, the country will have to increase 
electricity production from the present 
level of 131,000 megawatts to as much as 
900,000 megawatts by 2020. 

There is a consensus among a number 
of analysts that India’s future economic 
growth will be fueled primarily by hydro- 
carbons. In brief: By 2030, coal should con- 
tinue to fuel half of India’s energy 
requirements while its consumption is ex- 
pected to increase fivefold, to over 2 billion 
metric tons a year. During the same peri- 
od, oil’s contribution to the country’s ag- 


gregate fuel supply is expected to fall from 
a third to less than a quarter while con- 
sumption is likely to see an increase to 
over 430 million tons per year. Natural gas, 
a sector long stunted by price controls and 
underinvestment, is also expected to ex- 
perience considerable growth in the next 
decade as India’s corporations lobby the 
government to allow market forces decide 
the industry’s future development. 

Ææ Coal: Coal currently fuels half of In- 
dia’s commercial energy consumption and, 
by most estimates, it will remain king until 
2030. But the domestic coal industry—a 
government monopoly since 1973—suffers 
from underinvestment, overstaffing and 
obsolete technology. Industry processes 
are primitive. For example, India is one of 
the few countries where coal is shipped di- 
rectly from mines without dressing or 
scrubbing to remove ash. And much of the 
industry still depends on inefficient open- 
cast mining—in essence abandoning any 
coal reserves below 150 meters. 

To achieve the sort of production levels 
demanded by the Indian economy’s pro- 
jected growth, private players need to be 
brought into the picture. However, the 
Coal Mines Amendment Bill that ends the 
state’s monopoly has languished in parlia- 
ment for seven years. In addition, the gov- 
ernment has only carried out the feeblest 
restructuring of state-owned Coal India. 
Without significant legislative changes 
and sectoral reforms, India will be forced 
to become a major bulk coal importer. 

# Oil: Oilis the fuel on which external 
market forces have the greatest influence. 
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For the foreseeable future, gas pipelines, such as this one near Hyder- 
abad, will remain an important conduit of energy security for India. 


India imports 70% of its oil, almost all 
from the Persian Gulf, and that percentage 
will inevitably rise in the coming years. 
The main driver of increased oil consump- 
tion in India today is the transportation 
sector. However, traditional Indian homes, 
which have been steadily shifting away 
from the use of wood and dung to kerosene 
for cooking, will likely be increasingly sig- 
nificant drivers in the near future. 

The government has made reducing oil 
imports a primary objective of its energy 
policy. But it will receive little help from 
the country’s domestic oil industry which 
is nearly as shackled by poor technology 
and regulation as the coal sector. 

India’s oil sector is also plagued by a com- 
plex system of cross-subsidies for petro- 
leum products. The subsidies are highest 
for upstream products like kerosene and 
diesel. Since the bill is left in the hands of 
participating energy firms, the private-sec- 
tor leaves these upstream products to their 
state-owned brethren. The state-owned 
firms hemorrhage profits when world oil 
prices and, thus, subsidies are high. Last 
year it is estimated these subsidies cost 
these firms $ 10 billion. But these populist 
measures are politically sensitive. The most 
reform-minded official committees can 
only focus on reducing the enormous leaks 
in the subsidy system (which cost the gov- 
ernment five times what it should to pro- 
vide fuel to the urban poor). The more 





competitive Indian private sector concen- 
trates on the market-friendly environment 
downstream, including production and re- 
fining. It also looks to more profitable over- 
seas markets. Thanks to the distorted 
domestic oil market, re-exported oil prod- 
ucts from private refineries represent about 
15% of India’s exports by value. 

æ Gas: Until recently, the tale of natu- 
ral gas in India was one of supply con- 
straints. Two developments have changed 
this: First, there has been a series of me- 
dium-sized, offshore gas field discoveries 
by private energy firms. This has gener- 
ated intense lobbying to end India’s system 
of gas price controls. Since only a handful 
of interest groups benefit from price con- 
trols, market reforms are likely to be com- 
prehensive. Second, there has been a 
steady rise in natural gas imports as the 
necessary infrastructure—such as lique- 
fied natural gas terminals on India’s west- 
ern shore—comes into place. Though 
proposed pipelines from gas fields in Iran, 
Turkmenistan and Myanmar have re- 
ceived much publicity, the imported gas 
story in India is really about ships from 
Qatar. In 2005, more than 95% of the 
roughly 222 billion cubic feet of LNG im- 
ported by India came from ports in Qatar. 
The pipeline projects have become so tan- 
gled in geopolitical barriers and security 
risks that none of them has even gotten to 
the surveying stage. 

Estimates about India’s future natural 
gas consumption vary greatly. An Interna- 
tional Energy Agency estimate puts de- 
mand in 2030 at 295 million metric cubic 
meters per day. But a recent study co-writ- 
ten by PricewaterhouseCoopers suggests 
demand in 2030 will be far greater—be- 
tween 667 and 1,111 million metric cubic 
meters per day (the higher figure would be 
equivalent to South Korea’s LNG imports in 
2005.) 

Since the present economic growth rate 
has made nonsense of the idea of energy 








self-reliance, India has started to think 
about ways to secure overseas supplies of 
oil and gas. A few years ago, New Delhi 
flirted with a multilateral agreement be- 
tween Asia’s largest oil producers and con- 
sumers. India even began a negotiation 
with China to curb its competitive bidding 
for stakes in foreign oil fields. However, 
China’s own energy-security priorities soon 
left those diplomatic efforts in shreds. Asa 
consequence, India has been far less active 
than China about geographically diversify- 
ing its oil and gas sources into regions like 
Central Asia and Southeast Asia. New Del- 
hi increasingly has accepted that the Per- 
sian Gulf, already its main source of oil and 
gas, will remain its primary overseas ener- 
gy source for the coming decades. 


Market-Based Approach 


TO ADDRESS ENERGY security India is in- 
creasingly adopting a market-based ap- 
proach similar to that practiced by the 
West. Though this makes economic sense 
in the long term, circumstance rather than 
calculated strategy is behind this. Simply 
put, India’s state-owned energy firms are 
burdened with an enormous domestic sub- 
sidy bill and therefore lack the finances to 
support a policy built around overseas en- 
ergy asset purchases. Thus, the supposed 
scramble for African oil by India and Chi- 
na is largely a myth. Instead, India’s de- 
pendence on the Persian Gulf, and its 
proximity to the area, has prompted it to 
look increasingly at securing supply lines. 
Next year, India will also join the Interna- 
tional Energy Agency as an observer ina 
step towards integrating itself into the 
global energy market. 

At the same time, India’s hydrocarbon 


future will put it at loggerheads with the 
growing global consensus that the use of 
fossil fuels and carbon dioxide emissions 
must be reduced to counter global warm- 
ing. Like China, the Indian government 
sees the imposition of sweeping carbon 
emissions caps as inimical to rapid eco- 
nomic growth. Beijing and New Delhi have 
both argued their per capita carbon emis- 
sions are well below those of the devel- 
oped world and that alleviating poverty 
through economic growth must remain 
their overriding priority. This policy is un- 
likely to change until there is far more rig- 
orous evidence that rapid growth and 
carbon curbs are not a zero-sum game. 

In addition, the Integrated Energy Re- 
port argues that even if India were to ex- 
ploit domestic renewable energy sources to 
their estimated potential, they still would 
not be able to supply more than 15% of In- 
dia’s energy needs. That percentage could 
rise with technological breakthroughs and 
pricing reforms. However, nuclear energy 
is perhaps the only industry that could see 
a truly dramatic increase in its participa- 
tion in India’s energy supply grid. 

India seems unlikely to change its pres- 
ent oil-and-coal energy profile for another 
quarter century. The degree to which oth- 
er fossil fuels will eventually contribute to 
India’s energy future will depend entirely 
on the extent that market-based reforms 
are able to penetrate each hydrocarbon in- 
dustry in the coming years. Though this is 
widely recognized in India, the political 
will for structural changes in the domestic 
market has so far been lacking. At the mo- 
ment, however, the role of natural gas in 
the country’s energy grid is one area that 
seems ready for the right mix of politic 
and reform. # 
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VEN FOR A nation not exactly 
synonymous with calm, Paki- 
stan’s turbulence over the past 
several months has been striking. The 
ham-handed sacking and subsequent re- 
instatement of the country’s chief justice, a 
bloody showdown with armed militants in 
Islamabad’s sprawling Red Mosque com- 
plex, and a spate of suicide bombings have 
all added to the impression that President 
Pervez Musharraf’s eight-year rule is sput- 
tering to its inevitable end. To add to his 
troubles, both Benazir Bhutto and Nawaz 
Sharif—who between them played musi- 
cal chairs with the prime ministership 
for much of the 1990s—are gearing up for 
elections later this year. 

Meanwhile, six years after Gen. Mush- 
arraf ostensibly abandoned his Taliban al- 
lies and threw in his lot with Washington, 
the international community appears no 
closer to achieving its goals in the region. 
Osama bin Laden and Ayman al-Zawa- 
hiri remain at large. A resurgent Taliban 
continues to use sanctuaries in Pakistan 
to attack NATO forces in Afghanistan and 
hamper Hamid Karzai’s attempts to put 
his battered nation back on its feet. Despite 
billions of dollars in aid and debt relief, 
anti-Americanism in Pakistan remains 
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rampant. According to a recent survey by 
the Pew Global Attitudes Project, fewer 
than two in 10 Pakistanis hold a favorable 
view of the United States. 

Against this backdrop, two more or 
less opposite views have emerged on Gen. 
Musharraf and the struggle against mili- 
tant Islam, or Islamism, the often violent 
drive to impose Shariah law on society 
and the state. Those chafing for change ar- 
gue that only genuine democracy—absent 
since Gen. Musharraf’s ascent to power in 
a bloodless coup—can tamp down public 
anger and produce a government with the 
legitimacy to crack down on violent local 
Islamists and their Taliban and al Qaeda al- 
lies. Their opponents counter that, like it or 
not, the army remains the only institution 
in Pakistan with the wherewithal to take on 
the Islamists. The solution lies not in aban- 
doning Gen. Musharraf, but in pressuring 
him to live up to his countless assurances to 
modernize Pakistan’s society and end ter- 
rorism emanating from its soil. 

Those seeking a more nuanced view 
ought to pick up a copy of Frontline Paki- 
stan by veteran Pakistani journalist Zahid 
Hussain. Mr. Hussain, who writes for The 
Wall Street Journal and the Times of Lon- 
don among others, traces Pakistan’s present 
troubles to a series of blunders dating back 
to the 1970s. Since then both democrats and 
dictators have nurtured violent Islamism 
out of political expediency, misplaced piety 
or geopolitical ambition. One statistic sums 
up the scale of the problem. When Pakistan 
gained independence in 1947 it housed 137 
madrassas. That number has since swelled 
to 13,000, between 10% and 15% of which 
are linked to sectarian militancy (Sunni vs. 
Shia) or international terrorism. The gov- 


ernment has failed to act against even the 
handful of madrassas that make up a kind 
of Ivy League of jihadism. In Mr. Hussain’s 
sobering assessment, “Jihadists have as 
much if not more power over Pakistan so- 
ciety than Musharraf himself.” 

For Muslim-majority countries such as 
Malaysia and Indonesia, and to a lesser de- 
gree for those with large, and in places res- 
tive, Muslim minorities such as India and 
Thailand, Pakistan presents several cau- 
tionary lessons. First, that Is- 
lamists must be opposed since 
appeasement only emboldens 
them. Second, that Islamists 
do not need to hold formal 
power, as in Iran or Saudi 
Arabia, to alter the nature of 
both society and the state. 
And finally, that if the West is 
to have any success in rolling 
back the Islamist tide it will i 
have to pay less attention to 
promises made during White 
House visits, and more to the 
nitty-gritty of school curricu- 
la, public broadcasting and penal codes. He 
who controls the text books is at least as im- 
portant as he who controls the tanks. 

In Mr. Hussain’s estimation, Pakistan’s 
slide began during the prime minister- 
ship of Zulfiqar Ali Bhutto, the debonair, 
Scotch-swilling feudal from Sindh first 
elected in 1970. Believing that he could co- 
opt the then relatively marginal Islamists, 
Bhutto banned alcohol and gambling and 
shuttered night clubs. He replaced the tra- 
ditional Sunday holiday with Friday and 
declared the tiny Ahmadiyya sect to be 
non-Muslim. 

Bhutto promoted the pious, unctuous 
and ultimately treacherous Zia ul-Hag to 
head the army, and it was after Zia seized 
power in a coup in 1977 that the Islam- 
ization of Pakistan began in earnest. The 
general established Shariah courts, in- 
stituted government collection of zakat 
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(an alms tax), stripped libraries of books 
deemed un-Islamic, and mandated com- 
pulsory prayer for civil servants and 
marks in their confidential reports for pi- 
ety. The Quranic Concept of War—which 
argues that “terror struck in the hearts of 
the enemies is not only a means, it is the 
end in itself’—was made mandatory read- 
ing for army officers. Many of them sub- 
sequently rotated through Inter-Services 
Intelligence, or 1s1, whose links to violent 
Islamism, while focused 
on Afghanistan and India, 
stretch from Chechnya to 
the southern Philippines. 
Mr. Hussain describes 
the rsrs links with Masood 
Azhar, the militant leader 
sprung from an Indian jail 
in 1999 after the hijacking of 
an Indian Airlines aircraft, 
with Omar Saeed Sheikh, 
the London School of Eco- 
nomics dropout implicated 
in the murder of The Wall 
Street Journal reporter 
Daniel Pearl, and with Dawood Ibrahim, 
the Indian underworld don who lives in 
comfortable exile in Karachi after master- 
minding the 1993 bomb blasts in Mumbai 
that killed more than 250 people. He re- 
counts public support for bin Laden by se- 
nior retired Pakistani generals Aslam Beg 
and Hamid Gul, who describe the Saudi 
billionaire as a “great Muslim warrior.” 
Perhaps most damningly, Mr. Hussain 
reveals how A.Q. Khan’s freewheeling nu- 
clear bazaar was anything but the rogue 
operation claimed by the Pakistani gov- 
ernment. Libya had agreed to fund Paki- 
stan’s “Islamic bomb” as early as 1973, and 
Islamabad’s nuclear cooperation with Iran 
dates back to the late 1980s. It was under 
Benazir Bhutto’s democratically elected 
government in the early 1990s that Mr. 
Khan first began using military planes to 
ferry nuclear materials to North Korea. 


In the end, however, it is Gen. Mush- 
arraf’s vaunted “enlightened moderation” 
that draws the most trenchant criticism. 
Mr. Hussain acknowledges that despite 
its failure—deliberate or otherwise—to 
nab bin Laden, al-Zawahiri or the Tal- 
iban’s Mullah Omar, Pakistan has handed 
over such al Qaeda stalwarts as 9/11 mas- 
termind Khalid Sheikh Mohammed, the 
Yemeni plotter Ramzi bin al-Shibh, and 
the organization’s alleged No. 3, the Lib- 
yan Abu Faraj al-Libbi. But these arrests, 
which Gen. Musharraf boasts in his auto- 
biography earned Pakistan millions of dol- 
lars in bounties, have never been part of a 
sustained effort against extremism. 

Groups such as Lashkar-e-Taiba and 
Jaish-e-Mohammed, ostensibly banned, 
have simply changed their names and con- 
tinued business as usual. Taking a page 
from Hamas and Hezbollah, they have 
reinvented themselves as social-welfare 
organizations. Militants rounded up un- 
der international pressure, such as those 
held after London’s 7/7 bombings, are usu- 
ally released quietly after a few weeks. 
The country’s most powerful jihadist 
madrassas—Jamia Binoria in Karachi and 
Darul Uloom Haqqania near Peshawar to 
name just two—remain unmolested. 

This is a brave and unflinchingly honest 
book that’s a must-read for anyone inter- 
ested in contemporary Pakistan. Unfor- 
tunately, Mr. Hussain fails to probe the 
deeper historical and cultural roots of 
Pakistan’s present malaise. With hind- 
sight, it’s easy to see why a country created 
purely on the basis of Islam was always go- 
ing to have trouble warding off Islamism. 
As Abul Ala Maududi, the Islamist ideo- 
logue and founder of the Jamaat-e-Islami 
(oddly absent from the pages of this book) 
asked: what was the point of creating a 
separate homeland for Muslims if not to 
implement Islamic law? It’s a question suc- 
cessive generations of Pakistanis will con- 
tinue to grapple with. 
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HINA’S DUBIOUS DISTINCTION as 
the world’s worst jailer of journal- 
ists is well known. For instance, 
Hong Kong reporter Xi Yang was impris- 
oned from 1994-97 simply for writing about 
Beijing’s plans to raise interest rates. For 
those who believe things have improved 
since then, the fate of Straits Times cor- 
respondent Ching Cheong stands as sad 
evidence to the contrary. Convicted of re- 
vealing state secrets during a closed-door 
trial last year, after writing some innocu- 
ous articles for a Taiwanese think tank, the 
ailing journalist is currently serving a five- 
year sentence for spying. 

They were just a couple of the victims 
of a legal system that allows, as Doreen 
Weisenhaus reminds us, everything from 
divorce statistics to local newspapers to 
be categorized as state secrets. And, in 
case that doesn’t provide enough ammu- 
nition to jail journalists just trying to do 
their jobs, she adds the cautionary warn- 
ing that, in China, any document can be 
retrospectively classified as secret. 

So the first reaction on opening Hong 
Kong Media Law, which includes a chapter 
highlighting the risks of reporting from 
mainland China, is relief at how journal- 
ists in the British colony are still spared the 
nightmare of operating under what passes 
for “media law” in the rest of China. 

But dig a little deeper into this practi- 
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A Hong Kong government ambivalent toward press freedom 


is more inclined to use Draconian laws from the British era. 





cal guide for journalists working in Hong 
Kong and a more mixed picture emerges. 
Yes, the legal framework for the media in 
the former British colony shines by com- 
parison with the dismal situation else- 
where in China. But doing better than the 
world’s worst jailer of journalists is hardly 
saying much. And reporters in Hong Kong 
must still tread much more carefully than 
their counterparts in the United States, 
for example. 

Hence the value of this new work by 
Ms. Weisenhaus, the direc- 
tor of the Media Law Proj- 
ect at the territory’s leading 
school for reporters, the 
Journalism and Media Stud- 
ies Centre of the University 
of Hong Kong. Two other lo- 
cal academics also contrib- 
uted chapters. 

Anyone familiar with 
how the First Amendment 
protects press freedom in 
the U.S. will be shocked at 
how much more steeply the 
cards are stacked against 
those forced to defend a libel suit in Hong 
Kong. Truth is no defense, unless you can 
prove every possible meaning of what you 
wrote in court. Nor, generally speaking, 
is it any use to argue that publication was 
in the public interest, although the courts 
have begun to show a little flexibility on 
this front in recent years. 

Like many of the other minefields faced 
by Hong Kong journalists, this is the leg- 
acy of the less-than-media-friendly legal 
system that London bequeathed to its colo- 
nies. But while Britain has moved on since 
then—finally enacting a Freedom of Infor- 
mation Act in 2000—postcolonial Hong 
Kong has not. Its nonstatutory Code on 
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Access to Information is peppered with 
exemptions, and acts as little more than 
another channel for distributing press 
releases and publicity brochures. As Ms. 
Weisenhaus points out, the cost is a secre- 
tive government which, while not quite on 
a par with its bosses in Beijing, keeps un- 
der wraps information on everything from 
the territory’s worsening air pollution to 
the relocation of its own offices. 

A government with such ambivalence 
toward press freedom is also more inclined 
to use those Draconian leg- 
acies of the British era than 
its colonial predecessor. In 
particular, July 2004 saw 
officers from the Indepen- 
dent Commission Against 
Corruption raid seven lo- 
cal newsrooms, as well as 
the homes of several local 
journalists, in the largest 
operation of its kind ever 
conducted in Hong Kong. 
The raids, in response to 
the media’s efforts to re- 
port the controversy over 
whether a participant in the territory’s 
witness protection program was being ille- 
gally detained, have cast doubt on wheth- 
er reporters’ notes and other journalistic 
material still enjoy any meaningful legal 
protection. 

Difficult as the situation now is, it will 
quickly get much worse if the government 
reintroduces Article 23, the legislation re- 
stricting civil liberties on the grounds of 
national security that was put on hold 
after massive public protests four years 
ago. The legislation already on the statute 
books is bad enough. Once again, Hong 
Kong has its British legacy to blame for an 
Official Secrets Ordinance that makes no 





www.feer.com 


exception for revelations of corruption or 
other matters of public interest. But the 
aborted 2003 proposals would have ex- 
tended the ambit of this law much further. 
As Ms. Weisenhaus notes, reports on any- 
thing from air agreements to changes in 
immigration policy could easily run afoul 
of these expanded parameters for official 
secrets, Although Hong Kong’s current 
chief executive, Donald Tsang, shows lit- 
tle enthusiasm for reviving such an unpop- 
ular issue, the shadow of possible Article 
23 legislation only adds to the uncertain- 
ty over the legal framework in which the 
Hong Kong media must operate. 

Despite this, those who have worked 
in the Hong Kong media will be only too 
familiar with the casual attitude toward 
negotiating these legal minefields that 
prevails in most local newsrooms. Most 
reporters know virtually nothing about 
the law of libel. In-house counsel are un- 
known in Hong Kong’s highly competi- 
tive media environment. All too often, the 
strategy when confronted with a legally 
questionable exclusive is to simply publish 
and hope for the best, rather than risk it 
being scooped by a rival media outlet. 

That’s no way for the Hong Kong me- 
dia to defend its freedoms in such an un- 
certain legal environment. And that’s why 
this book fills such an important vacuum. 
As Ms. Weisenhaus points out, practical 
guides to the legal framework in which 
journalists must operate are commonplace 
in the Western world but, until now, have 
been sadly absent from the English-lan- 
guage market in Hong Kong. 

Merely knowing the law is, of course, 
far from enough to protect press freedom. 
But it is a good start, not least in better 
equipping journalists to fight against laws 
that seek to take those freedoms away. If 
Hong Kong Media Law plays even a mod- 
est part in that task, it will perform a valu- 
able role in shoring up Hong Kong’s fragile 
press freedom. 
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AUL WOLFOWITZ, THE former 
U.S. deputy secretary of defense, 

said on a visit to Tokyo in June 
2003, “If you take a series of small steps 
over 20 years and everyone is moving for- 
ward, it produces very big change, and I 
think that’s the way [Japan] has moved in 
many ways for a long time.” In the two de- 
cades before Mr. Wolfowitz’s visit, Japan 
has indeed taken a number of small steps, 
starting with antisubmarine warfare coop- 
eration between the U.S. Navy and Japan’s 
Maritime Self-Defense Forces (MSDF) in the 
early 1980s, and intensifying in the 1990s 
following Japan’s embarrassing “check- 
book diplomacy” during the Gulf War. By 
2003, Japan was contributing to peacekeep- 
ing operations around the globe, and MSDF 
vessels had been in the Indian Ocean refu- 
elling coalition warships since late 2001. In 
2004, Japanese soldiers deployed to south- 
ern Irag to help with reconstruction. 

The “very big change”—the paradigm 
shift—anticipated by Mr. Wolfowitz, how- 
ever, has yet to occur. To date, legal and 
institutional changes in Japan’s security 
policy have occurred within the Cold War 
strategic framework conceived by postwar 
Prime Minister Shigeru Yoshida, by which 
Japan built a minimal defense establish- 
ment, prioritized economic growth and 
placed its security largely in the hands of 
the U.S. 
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The Yoshida framework has incrementally weakened since 


the Cold War, and Japan’s grand strategy is in flux again. 





However, as these two books illustrate, 
in modern Japanese history the Japanese 
government has been highly sensitive to 
changes in its international environment, 
meaning that Mr. Wolfowitz may, in time, 
be proven correct: small changes in Japa- 
nese security policy since the end of the 
Cold War could ultimately result in a sub- 
stantial shift in how Japan perceives and 
reacts to its international environment. Pre- 
vious change has depended on a complex 
mix of domestic and international factors, 
making it difficult to pre- 
dict when and how Japanese 
grand strategy will shift. 

In Japan Rising, Kenneth 
Pyle, a professor of history 
at the University of Wash- 
ington and founding presi- 
dent of the National Bureau 
of Asian Research, analyz- 
es strategic change from 
the Meiji Restoration to the 
present ostensibly to predict 
how Japan’s grand strategy 
will change in the future. 
The provocative title not- 
withstanding, there is actually relatively 
little here about the strategic choices con- 
temporary Japan will likely make over the 
coming decades. Instead, Mr. Pyle outlines 
what he sees as the enduring elements of 
realism in Japanese grand strategy-mak- 
ing, including an attentiveness to power, a 
preference for pragmatism over universal 
ideals, the ability to adapt to and accom- 
modate new conditions (as well as mimic 
successful powers), the pursuit of greater 
autonomy and power in the region, and 
a keen sensitivity to Japan’s internation- 
al status. The analysis that follows illus- 
trates how these factors dictated Japan’s 
major strategic changes at critical turning 
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points, showing that the course of Japan’s 
strategic thinking since the Meiji era has 
been strongly shaped by Japan’s inter- 
national environment, thanks in part to 
the leadership of conservative, pragmatic 
elites acutely sensitive to fluctuations in 
the global balance of power. 

But one cannot make predictions based 
on Mr. Pyle’s analysis. Because of Japan’s 
distinctly realist grand strategy, different 
factors had priority at different periods 
of time. Why was Japan’s grand strategy 
in the early decades of the 
Meiji era so cautious, with 
its leadership opting against 
an invasion of Korea in 1873 
and refraining from the 
overstretch that led to the 
ultimate doom of their suc- 
cessors? Was it a function of 
the balance of power in East 
Asia? Or was it the mettle of 
the individuals who forged 
the modern Japanese state? 

Even Mr. Pyle acknowl- 
edges just how different 
Japan’s World War II-era 
leaders were from their forebears: “The 
Meiji leaders would have been appalled 
at the incautious ways in which the new 
leaders made policy commitments that 
exceeded the nation’s capacities.” How 
can one know which element of Japanese 
strategy making will prevail today? 

The decision to move firmly into the 
U.S. orbit resulted from the calculated re- 
alism of Yoshida in the face of a new re- 
gional balance of power in which Japan 
could not hope to compete with the U.S. 
and the U.S.S.R. The initial decision was 
subsequently reinforced by Yoshida’s suc- 
cessors, despite the best efforts of ideo- 
logues like Nobusuke Kishi and Yasuhiro 
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Nakasone. Japan was an ally of the U.S., 
but its contributions to the alliance would 
be limited, thanks to the constitution that 
Washington penned. Yoshida and his pro- 
téges took great relish in using the consti- 
tution to say no to the U.S. 

The Yoshida framework has been in- 
crementally weakened since the Cold 
War, but a wholesale substitute has yet to 
emerge. Nonetheless, questions answered 
by Yoshida are open again. In a more un- 
certain regional environment—with Chi- 
na the most uncertain variable of all—how 
can Japan defend its territory and sover- 
eignty, maximize its autonomy, and en- 
sure the continuing expansion ofits power 
and influence? Is an alliance grounded in 
the forward deployment of forces in Ja- 
pan with a U.S. that is increasingly active 
globally—coupled with a set of domestic 
political and legal constraints—sufficient 
to ensure that Japan can secure its inter- 
ests at relatively low cost to itself? 

In his book The End of Alliances, Rajan 
Menon, a professor of international rela- 
tions at Lehigh University and a fellow at 
the New America Foundation, takes up 
this question and suggests that in time 
both Japan and the U.S. may decide that 
their current arrangement is unsatisfying. 
While Mr. Menon admits that at the pres- 
ent time there appear to be few signs that 
either country is rethinking the alliance, he 
argues that structural factors may eventu- 
ally force the U.S. and Japan to break their 
military partnership. For example, Mr. 
Menon writes that the U.S. may become 
impatient with the alliance’s fundamen- 
tal asymmetry, by which Japan subsidizes 
the U.S. presence as a means to spend less 
on its own defense and provides no guar- 
antee to the U.S. in return. While the U.S. 
has tolerated this discrepancy for decades, 
it may have already become less tolerant as 
its commitments elsewhere, especially the 
Middle East, grow, prompting it to seek re- 
deployment away from Japan. 
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But the real potential for change lies 
within Japan: Tokyo, sensing both a more 
uncertain regional environment and a less 
reliable U.S. commitment, could opt for a 
more independent course. This could mean 
the eviction of U.S. forces from Japan, the 
relaxation of constraints that have institu- 
tionalized the Yoshida Doctrine, and the 
reorientation of defense spending to offen- 
sive weaponry (or even the development of 
a nuclear arsenal), all as part ofa shift to a 
“Gaullist” grand strategy by which Japan 
would act more assertively in defense of its 
interests in the region. 

There are some indications that Mr. 
Menon may be prescient. The 2006 agree- 
ment on the realignment of U.S. forces 
in Japan, while still a long way from be- 
ing implemented, could serve to weaken 
the U.S. commitment to Japan’s defense 
and prompt a decision by Japan to take 
up greater responsibility for defending 
the home islands. Meanwhile, the emer- 
gence of the Democratic Party of Japan 
as a viable opposition party could result 
in a greater willingness on the part of Ja- 
pan to distance itself from the U.S. out of 
fears of entrapment. The rise of conserva- 
tive ideologues like Prime Minister Shinzo 
Abe could lead to more distance with the 
U.S., out of fears that the U.S. will abandon 
Japan and cut deals with Pyongyang and 
Beijing. As Mr. Abe wrote in his book To- 
ward a Beautiful Country: 


While it goes without saying that the ut- 
most self-help effort for the security of the 
homeland, the fight to “defend one’s own 
country oneself,” is essential, if one thinks 
about nuclear deterrence and the stabil- 
ity of the Far Eastern region, the alliance 
with the U.S. is indispensable, and tf one 
takes into account U.S. influence in inter- 
national society, its economic power, and 
its unsurpassed military power, the U.S.- 
Japan alliance is the best choice. 
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Mr. Menon argues that structural factors may eventually 


force the U.S. and Japan to break their military partnership. 





What is noteworthy about this passage 
is that Mr. Abe speaks of the alliance as a 
choice based on prevailing conditions. As 
prevailing conditions change, so can the 
choices. It remains to be seen who will be 
making Japan’s strategic choices in the 
21st century, and what budgetary, consti- 
tutional and international constraints they 
will face in making the decisions that will 
shape Japan’s approach to its international 
environment. But it is not difficult to con- 
ceive of Japan opting to defend itself with 
less help from the U.S., even if the alliance 
survives nominally. Whatever the choice, 
Japan, in the midst of substantial socio- 
economic change and hemmed in by the 
U.S. and China, will remain, as always, 
subject to the vicissitudes of the balance 
of power: not rising, but surviving. 
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HY DOES THE popular imagina- 
W \ tion reserve a special place for 

East Asians in classical music? 
Any veteran of that genre in the West or 
of a middle-class upbringing in East Asia 
can tell you that the two worlds overlap 
substantially. While the likes of Seiji Oza- 
wa, Lang Lang and Yo-Yo Ma have been 
household names for years, South Asians, 
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Africans or Latin Americans still rarely 
register memorable appearances in clas- 
sical music. From London to New York 
to Kansas City, music schools enroll East 
Asian students at a rate well above their 
proportion of the population. 

Oddly, this phenomenon—some decades 
in the making and woven into several large, 
affluent and well-educated demographics— 
has only just now attracted its first system- 
atic study. Mari Yoshihara examines the 
myths and realities of Asians in classical 
music in Musicians from a Different Shore, 
an academic but accessible read that will 
resonate with anyone whose life has been 
touched by classical music. The author 
knows of what she writes: Raised in mid- 
dle-class Tokyo, her tiny childhood room 
was dominated by a Yamaha upright piano. 
Despite budding pianistic talents, she found 
her calling as an academic, describing her 
book as “a productive tension between my 
musical past and my scholarly present.” 

That scholarly present is quite appar- 
ent as she moves through the usual catego- 
ries of the academic toolbox—gender, race, 
class, identity—and cleaves to touchstones 
of academic rhetoric like “Orientalizing 
discourse,” “broad historical context,” and 
“undertheorized.” Luckily, the topic lends 
itself to this kind of dissection: Ms. Yoshi- 
hara deftly parses the different phenom- 
ena responsible for the “Asians in classical 
music” image, covering fully assimilated 
children of immigrants, musicians who 
first came to the West mid-career, and 
everyone in between. Interpretations 
through the lenses of culture, race, class, 
and gender are not belabored, nor does 
Ms. Yoshihara’s smooth—if not quite spar- 
kling—prose get bogged down in the theo- 
retical structures that can make academic 
books unapproachable. 
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First we get history: Musicians traces 
the genre’s popularity from Japan’s Mei- 
ji-era reforms and Christian missionar- 
ies in Korea, while finding other origins 
of the overlap in musical] fetishizing from 
the West, with operas like Madame But- 
terfly and Turandot reflecting a fascination 
with the mysterious East. Geopolitics and 
economics loom large; Japan’s quest for 
recognition on the world stage drove ac- 
ceptance and, later, mastery of foreign arts 
and sciences, including classical music. 
During Japan’s postwar boom, domestic 
instrument production led to instruments 
joining refrigerators and TVs as essential 
middle-class status symbols, and manufac- 
turers promoted music schools to increase 
demand. South Korea and Taiwan’s de- 
velopment of manufacturing and middle- 
class affluence led them along comparable 
paths, and mainland China eventually fol- 
lowed. We see classical music riding one 
wave after another: imperialism, Asian na- 
tionalism and militarism, revolution, war, 
and finally economic liberalization, manu- 
facturing, the rise of the middle class~and, 
of course, immigration. 

Ms. Yoshihara subtitles her book Asians 
and Asian Americans in Classical Music, 
betraying a focus on immigrants to the 
U.S. (though Canadians, Europeans, anda 
handful of others are duly included). This 
seems appropriate, as it is largely in the 
United States—especially since the 1965 
Immigration and Nationality Act-that the 
“Asians in classical music” image has had 
the highest profile. Through the decades, 
we learn, a variety of factors continued 
to drive Asian immigration to America, 
where classical music served multiple 
functions: a marker of sophistication and 
upward mobility, a means to associate 
with others despite language barriers, and 
a method of instilling rigor and discipline 
to parlay into academic and professional 
success. For those who become profession- 
al musicians, networks for finding gigs and 
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meeting other musicians are sometimes 
ethnically aligned, and audiences in Asia 
clamor to claim East Asian musicians liv- 
ing in the West—even the most assimilat- 
ed-as their own. 

Crises of identity, already acute for im- 
migrants adapting to foreign cultures, can 
be exacerbated by the genre’s origins: Mu- 
sicians relates European musicians’ insen- 
sitive remarks about the racial origins of 
their Asian counterparts during an exten- 
sive discussion of the problem of authen- 
ticity. Ms. Yoshihara ultimately concludes 
that despite its European roots, classical 
music has become a truly international 
mode of expression; one of her interview 
subjects compares it to Christianity (apt 
considering that religion’s thorough pen- 
etration of South Korea). 

It is with these profiles of her inter- 
viewees, interspersing and bolstering the 
argument, that Musicians hits its stride: 
Ms. Yoshihara excels at sketching out the 
biographies of these musicians, who also 
speak for themselves in large chunks of 
interviews reproduced verbatim. Besides 
giving the book a pleasing variety of live- 
ly and believable voices, her informants 
also span the breadth and length of the 
phenomenon they represent: conductors, 
composers, and instrumentalists of vari- 
ous ages, nationalities, and backgrounds 
give the thesis its much-needed human 
face. Their accounts of navigating pro- 
fessional and cultural pitfalls in Asia, Eu- 
rope, and North America make Musicians 
a worthwhile purchase for anyone who’s 
struggled with similar issues of identity, 
authenticity, and achievement. 

Is this book just for classical music 
buffs? In the history of Asia’s relations 
with the West, the genre has been unique 
but not pivotal. But even the tone-deaf can 
appreciate how a particular and often eso- 
teric art form can straddle so many bound- 
aries of economics and culture; even if you 
can’t tell Bach from Shostakovich, the rea- 
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sons why their musical tradition became 
so popular in Asia fall into broad catego- 
ries that anyone can appreciate. Ms. Yo- 
shihara doesn’t skimp on the history or 
economics that drove acceptance of a for- 
eign art form, and nonspecialists will find 
intelligible insights on why Asian cultures 
might have been so receptive. And again, 
the abundant interviews provide slices of 
life which both enrich Musicians and wid- 
en its appeal. 

And if you are a classical music fan, you 
may be surprised what you didn’t know 
about those who produce it. Consider how, 
despite an economic squeeze from which 
only top soloists and famous conductors 
are immune, musicians can still remain 
quite detached from the world around 
them. Ms. Yoshihara is incredulous when 
one interviewee can’t distinguish Pales- 
tine and Pakistan. And while many Asian 
classical musicians took a standard mid- 
dle-class route—either in Asia or as immi- 
grants—to their vocation, the many who 
didn’t, explain in their own words the 
fascinating and occasionally improbable 
events that put them on the path. 

The forces responsible for classical mu- 
sic’s popularity in Asia are still in motion, 
and even picking up speed. The New York 
Times, ever ready with another breathless 
“changing China” feature, recently ran an 
article headlined “Classical Music Looks 
Toward China With Hope.” And this 
spring, a recital for scholarship recipients 
at New York’s Goethe-Institut featured 
not only a student from Seoul—not news 
in this day and age—but a 10-year-old girl 
from Ho Chi Minh City as well. As eco- 
nomic affluence and middle-class cachet 
increase the numbers of Asians in classical 
music, the genre has become a barometer 
of larger trends. 
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STRUGGLING GIANT: 
CHINA IN THE 21ST CENTURY 
by Kerry Brown 
Anthem Press, 151 pages, $22.95 





Reviewed by PAUL MOZUR 


ERRY BROWN SPENT more than a 
decade studying China as a teach- 
er, academic, business person, 
and diplomat. And he utilizes every bit of 
those experiences here. We sweep from 
the socialist market economy to the legacy 
of the Cultural Revolution, searching for 
the middle ground between, in his words, 
the “highly academic” and the “hopelessly 
simplified” works that dominate discourse 
about China. 

The result is a pastiche of academic jar- 
gon and personal anecdote. Although the 
book is more readable than this would sug- 
gest, it skimps on information, and devolves 
into sweeping statements. The author’s goal 
of guiding the reader through the many 
complexities that come with thinking about 
China is noble, but his methods are not 
sound. Instead of finding that elusive mid- 
dle ground, he ends up with the worst of the 
academic and airport bestseller genres. 

Mr. Brown begins by turning a critical 
eye to the word “China” itself, which he 
considers a buzzword hopelessly beset by 
ambiguity. To adequately address the many 
conceptions of the country would be a de- 
constructionist project worthy of Jacques 
Derrida himself. Instead, Mr. Brown focus- 
es on the China myth perpetuated by the 
government of the People’s Republic—a so- 
cially unified land with a collective 5,000- 
year history. 
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This straw man is quickly demolished. 
Of course China is an incredibly diverse, 
fractious place, and dynastic SONY, while 
undoubtedly important, is 
often only vaguely relevant 
to the country today. After 
several chapters, the upshot 
is that Mr. Brown will refer 
to the country as the People’s 
Republic of China (P.R.C.), 
which, as he writes, is “the 
entity we are dealing with to- 
day. Its fate is what interests 
us and will have an impact 
on us. ‘China’, which China, 
where, what type of China, is | 
a subject that will simply need 
to be left here.” 

All this verbiage fails to obscure the 
fact that Mr. Brown is a bit lax with the 
details. For instance, one section is devot- 
ed to the subject of “Playing the Guangxi 
Game.” No, he’s not talking about the au- 
tonomous region, but rather the concept of 
guanxi, or connections. 

China is portrayed as a mysterious place, 
full of contradictions. “Foreigners and Chi- 
nese are one of the great polarities of the 
contemporary world,” we are told. Lat- 
er, the reader learns that in China, “there 
seems to be thirst for meaning after the big 
truths of the 1960s and 1970s went down 
in flames.” Other than citing that there are 
probably 100 million practicing Christians 
in China, the book is short on proof. What’s 
worse, just where this thirst lies and how it 
might manifest itself across China’s varied 
regions and population goes undiscussed. 

This imprecision is ironic given that 
Mr. Brown’s most often repeated message 
in the book is a sober warning against 
generalizing about China. This unheeded 
warning nevertheless is the book’s most 
significant point. As the author writes, 
struggling to be clear about the terms used 
to describe the country is not simply “a di- 
verting postmodernist game.” 
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Modern China occupies a hopeless- 

ly large and complex region and its gov- 
ernment depends on sweeping rhetoric 
to maintain a grasp on the 
country. As a result, any- 
one who ventures to write 
or speak about it should 
be warned to be precise. 
A sweeping statement that 
` makes a claim about all of 
China will surely have many 
- caveats. However, for some 
-reason Mr. Brown thinks 
that enumerating these ca- 
-veats makes for unreadable 
-academic drivel. 
Perhaps the goal in talk- 
ing aor China should be more modest: 
keep it simple. Consider the source of your 
data before you rely on it. Be specific about 
the Chinese regions and populations it re- 
fers to. 

One corollary is that those who are rel- 
atively new to China should have the pa- 
tience to learn about it before pontificating. 
One point Struggling Giant does succeed in 
impressing on the reader is that what lies 
in store for China in the 21st century will 
depend greatly on the ability of the rest of 
the world to develop a nuanced, accurate 
view of China and harness this view in its 
future engagements with the country. 


RUSSIAN COLONIAL SOCIETY IN 
TASHKENT, 1865-1923 
by Jeff Sahadeo 
Indiana University Press, 
316 pages, $45.00 


Reviewed by SUSAN SYPKO 


S AMERICAN FORCES struggle 
to bring democracy to Iraq after 
a quick military victory, historian 
Jeff Sahadeo’s tale of Russian colonialism 
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The arrival of poor Russians who opened up bars and 


brothels belied the image of Russians as culturally superior. 





sounds eerily familiar. It took the Russian 
Imperial Army only two days to defeat the 
Central Asian defenders of Tashkent in 
1865. Mr. Sahadeo’s page-turning account 
of what happened afterward, however, 
reveals that there was nothing straight- 
forward or simple about imperial Russia’s 
“civilizing mission” in Central Asia. 
Russian Colonial Society in Tashkent is 
a welcome and important contribution to 
historical scholarship that has recently be- 
gun to re-examine how Russian and So- 
viet conquest and power are perceived. 
As Mr. Sahadeo’s book illustrates, the col- 
onizers did not always agree on a single 
course of action or act according to a long- 
term grand strategy. Officials often faced 
challenges from within their own eth- 
nic communities. The conquered people, 
meanwhile, did not passively stand on the 
sidelines. The various strategies of resis- 
tance and accommodation they employed 
also reflected their own heterogeneity. 
Taking their cue from French and Eng- 
lish colonial enterprises, Russian officials 
attempted to reconstruct the city’s urban 
space in a way that promoted the European 
identity of the Russian colonizing effort. 
This meant building a Russian Tashkent 
with wide Petersburg-style boulevards 
instead of the narrow, winding alleyways 
and mud huts of Asian Tashkent, located 
just across the Ankhor Canal. Tashkent’s 
Russian side boasted official buildings 
built in mode of Russia’s imperial capital, 
as well as monuments, public parks and 
gardens, and a library. New ceremonies 
celebrated the Russian presence and its 
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military might, while Russian intellectu- 
als engaged in the process of designing and 
defining a “modern” Tashkent society. An 
increasing number of teachers, scientists, 
and engineers established reading circles, 
scholarly societies, and newspapers in 
which they debated how best to create “a 
city of the future” in Central Asia. 

The participants in these debates did 
not foresee the practical challenges of 
building the new city. For example, the 
lack of European building materials forced 
the growing Russian population to con- 
struct housing similar to that found in 
Asian Tashkent. The stench of the Rus- 
sian military barracks induced officials to 
move them to the edge of the city, while 
the behavior of Russian soldiers within 
city limits was considered a “disruptive 
force.” When unflattering accounts of 
“Tashkenters” reached the imperial center 
and the West by the late 1860s, tsarist of- 
ficials in St. Petersburg questioned the ef- 
ficacy of the civilizing mission. Instead of 
bringing progress to the region, Tashkent 
Russians were “educating Central Asians 
in the practices of extortion, corruption, 
vice, and greed.” The arrival of poor Rus- 
sians who opened up bars and brothels 
belied the image of Russians as culturally 
superior to the colonized locals. 

Tsarist bureaucrats and Russian intel- 
lectuals in Tashkent also faced problems 
emanating from internal divisions and 
power struggles within their own ethnic 
community in Russian Tashkent. The insta- 
bility brought by World War I and the 1917 
Russian Revolution provided opportunities 
for the Russian women of Tashkent to play 
a greater role in their local communities. 
They established organizations to take care 
of local soldiers and refugees, and opened 
factories to help support their families. 
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When women’s frustrations with inflation, 
food shortages, and local Central Asians’ 
perceived control of the market were ig- 
nored by the Russian male elites, Russian 
women initiated a food riot in February, 
1916; around 2,000 women attacked Cen- 
tral Asian stores and stalls both in Russian 
and Asian Tashkent, inciting lower-class 
Russian men to join them. 

Russian lower-class workers also 
struggled for imperial privileges and a 
say in local affairs. The construction and 
1906 completion of the railroad connect- 
ing Orenburg and Tashkent precipitated a 
wave of peasants to Central Asia in search 
of work. Because central authorities had 
feared employing Central Asians on the 
railway, they offered high wages and land 
plots to attract Russian workers. Workers 
actively participated in strikes during the 
1905 Revolution to express their views, 
and Cossacks often used violence to break 
up such meetings. Given the centrality of 
the railroad in transportation and food de- 
liveries during shortages, railway work- 
ers also played an important role during 
the wartime years of World War I and the 
1917 Russian Revolution. From 1918-23, be- 
fore the Bolsheviks were able to gain full 
control of Tashkent, workers continued to 
form their own locus of power by organiz- 
ing strikes and committees. 

Despite the Russian stereotyping of 
Central Asians as “backward,” the colo- 
nized locals of Tashkent contributed to 
society while simultaneously contesting 
tsarist authority. The locals excelled in 
business and trade, dominating the mar- 
ketplace. Central Asian healers who could 
treat diseases that frustrated Russian doc- 
tors induced Russians to cross over the 
Ankhor Canal. Locals were also instru- 
mental in irrigating the city and provid- 
ing water to Russian Tashkent. Above all, 
Russian officials needed local communi- 
ty leaders’ cooperation to guarantee the 
city’s stability and security. Mr. Sahadeo 
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argues that, rather than being “collabora- 
tors,” as other scholars have called them, 
cooperative local leaders played the role 
of “mediators,” since such Central Asian 
elites, “considered themselves simultane- 
ously responsible to their own population 
and to Russian overseers.” 

These Central Asian leaders, similar 
to Russian tsarist officials, faced chal- 
lenges from their co-ethnics, contradict- 
ing the perception of unity among the 
colonized. For example, in 1892 a Central 
Asian crowd attacked Muhammad Yaqub, 
Asian Tashkent’s chief administrator. He 
had allegedly reported that Central Asians 
were defying tsarist anticholera measures. 
Central Asians had resisted the regula- 
tions because they violated local cultural 
norms. This sparked the 1892 cholera riot, 
and the Russian response resulted in doz- 
ens of deaths. 

Young Central Asian reformers called 
jadids, or “new method thinkers,” repre- 
sented an alternative modernizing ten- 
dency in Central Asian society. These 
reformers opened schools that adopt- 
ed European pedagogical standards and 
sought to make Islam compatible with 
modern science and government. Because 
the jadids sought the separation of state 
and religion, their activism represented a 
threat to entrenched Islamic clerical elites, 
who supported tsarist policies. Russian 
administrative and intellectual elites also 
had reason for concern, since the jadids ul- 
timately wanted to free their people from 
colonial rule. Many Central Asian reform- 
ers were killed in the aftermath of the 1917 
Revolution, while those who survived died 
in Stalin’s purges in the 1930s. 

Mr. Sahadeo’s book illuminates issues of 
identity and rule that remain relevant today. 
Russian policy makers in the 1990s debated 
whether to embrace a Western identity or 
one that emphasized Russia’s unique posi- 
tion between Europe and Asia. This task 
was even more difficult for over nine mil- 
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lion Russian descendants of the colonialists 
and Soviet transplants who found them- 
selves living in newly independent Central 
Asian states. Millions migrated to Russia, 
where they found a culture alien to the one 
they were born into. Some of them returned 
to Central Asia. Others, without the means 
to relocate to Russia, felt trapped in states 
in which they represented a disempowered 
minority population. 

Central Asian attitudes toward their 
Russian communities have been similarly 
ambivalent and complex. The former So- 
viet capitals of Central Asia still resemble 
Russian cities, despite efforts to change the 
urban landscape with new monuments, 
street names and commemorations. This 
is the case especially in Tashkent, where 
President Islam Karimov has embarked 
on a campaign to glorify Amir Temur (or 
Tamerlane) in the history of the Uzbeks. 
Laws demoting the Russian language are 
forcing many educated Russian speakers 
to consider emigrating, though the Cen- 
tral Asian states cannot afford to lose any 
more of these skilled scientists, doctors, 
engineers, and teachers. 

Through critical engagement of prima- 
ry sources and nuanced analysis of tsar- 
ist and Soviet documents and newspapers, 
Mr. Sahadeo uncovers the previously un- 
derrepresented voices of Russian women, 
lower-class Russian workers, and Central 
Asians in Russian colonial society in Cen- 
tral Asia. As Mr. Sahadeo notes, violence 
and racism trumped both the imperial 
and Soviet rhetoric that boasted of bring- 
ing civilization and modernity to Central 
Asia. Even as Lenin called on the “Muslim 
toilers of the east” to unite, Central Asians 
were not considered equals, and military 
might served as the final arbiter against 
dissension in the ranks. 


Yet, Mr. Sahadeo’s book is a testament 
to the weakness of force and violence. Rus- 
sian rule definitely changed Central Asian 
culture, just not in the way the Russians 
expected it to. It may be easy to conquer 
lands and depose leaders, but it is much 
more difficult to control the complex pro- 
cess by which military occupation changes 
a society’s culture. 


ASIAN GODFATHERS: 
MONEY AND POWER IN HONG KONG 
AND SOUTH-EAST ASIA 
by Joe Studwell 
Profile Books, 352 pages, £15 





Reviewed by TERENCE GOMEZ 


HE HISTORIES OF Asia’s business 
“godfathers,” traced through the 

growth of their enterprises and 
elucidated with interviews with them 
and their close associates, make for a 
thought-provoking read. Mr. Studwell ex- 
cels at providing an insightful description 
of the conduct of power and its effect on 
economic and enterprise development in 
the region. However, important new po- 
litical, economic and social topics are not 
adequately analyzed. 

There are two important issues that are 
effectively scrutinized. First, there is the 
mix of politics and business. The histories 
of these godfathers cogently reveal how 
enterprise and economic development 
in Southeast Asia has been inextricably 
linked to “political business,” involving ac- 
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cess to government to capture control of 
key sectors of the economy. Mr. Studwell 
asserts that the nature of this region’s nex- 
us between politics and business has not 
necessarily always been corrupt or in con- 
travention of the national interest. 

When considering the issue of technol- 
ogy development, Mr. Studwell argues that 
since transnational enterprises were best 
endowed with funds to spend on research, 
they had the ability to use new technol- 
ogy to bring about the demise of domestic 
companies. When local en- 
trepreneurial businessmen 
demonstrated the capacity 
to take on transnational 
firms in the domestic econ- 
omy, Mr. Studwell’s his- 
tory reveals how difficult 
it was for them to sustain 
themselves if they did not 
have their government’s 
support. The rise and fall 
of Tan Kah Kee, one of 
Southeast Asia’s most en- 
trepreneurial businessmen 
during the colonial period, 
emphasizes this point most 
clearly. Businessmen who 
developed the ability to compete interna- 
tionally, eventually even taking over large 
foreign firms as they acquired expertise 
in a particular economic sector, have en- 
joyed considerable government support. 
The case of Robert Kuok is one notable 
example. 

Mr. Studwell appears to acknowledge 
the need for postcolonial governments to 
support domestic capital if Asian econo- 
mies are to curb their dependence on for- 
eign enterprises to drive economic growth. 
And the profiles of the godfathers suggest 
that the domestic firms most capable of 
technological development are those that 
choose to employ professional managerial 
expertise to build up their enterprise. 

Although he raises the concept of “rent- 
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iers,” Mr. Studwell does not sufficiently 
contrast the more positive outcomes of the 
ties between politics and business with the 
repercussions of these links. Government 
leaders, for a variety of reasons, have not 
exercised transparency during the deploy- 
ment of “rents,” or concessions. Their ex- 
plicit reasons for creating rents included 
the need to expedite industrialization, ad- 
vance domestic capital and ensure ethnic 
amity through fairly equitable distribution 
of the wealth generated. The unstated rea- 
: son was the desire of these 
| | government leaders to re- 
` main in power; a number 
of them, including Marcos, 
Suharto and Mahathir Mo- 
hamad, held office for de- 
cades. Since Mr. Studwell 
draws reference to the 
global prominence of South 
Korean chaebols, or con- 
glomerates, that emerged 
quite rapidly with govern- 
ment support, he should 
have considered at greater 
length the entrepreneurial 
quality of Southeast Asian 
capital had there been 
greater oversight of the godfathers’ use of 
the concessions they secured. 

Although Mr, Studwell had access to 
these godfathers and their associates, his 
interviews provide few insights into how 
they viewed their relationship with gov- 
ernment leaders, particularly following 
regime change and with the rise of de- 
mocracy since most of them had thrived 
under authoritarian rule. No insights are 
offered of how the godfathers viewed 
ethnic relations in their countries, where 
their extensive wealth and political alli- 
ances reputedly contribute to inequities 
in wealth distribution along racial lines. 
Mr. Studwell suggests that the godfathers 
are quite unaware of the changes occur- 
ring in their societies, especially the level 


EDSA 


be 
-e AET TN ee On ere > Cer Pe © en ee tone oe 


September 2007 





The political power of Asia’s godfathers is not 


necessarily as extensive as Mr. Studwell suggests. 





and scope of poverty. What is also miss- 
ing are the godfathers’ view about the 
1997 currency crisis, when it was widely 
alleged that their corporate maneuverings 
and fund transfers out of these economies 
had precipitated, even exacerbated, the 
economic debacle. 

But this book’s second important con- 
tribution helps vindicate ethnic Chinese, 
specifically the godfathers, as the prime 
culprits of the currency crisis. The histo- 
ry of these godfathers provides evidence 
to debunk the widely held belief that the 
minority ethnic Chinese community of 
Southeast Asia cooperated and collabo- 
rated closely with one another, as well as 
with their supposed kin in Hong Kong, to 
protect and promote their enterprises. 

What indisputably emerges from these 
histories is the strong notion of competi- 
tion, even distrust, among the godfathers, 
though they have shown some capacity to 
work with each other when the need arose. 
What is obvious but inadequately argued 
by Mr. Studwell are the reasons why there 
is no evidence of partnerships or mergers 
among the godfathers’ firms and the impli- 
cations of successful (and failed) takeovers 
to undermine the businesses of their rivals. 
When mergers have been attempted, they 
have not been sustained, including those 
that have been arranged by godfathers in 
the banking industry. 

Since Mr. Studwell draws attention 
to the role of the “developmental state,” 
where during the 1970s and ’80s South- 
east Asian governments, with control of 
the banking industry, had aided the rise of 
domestic enterprise, it is unfortunate that 
he does not analyze the issue of neoliber- 
alism. Neoliberalism, with its economic 
foundations based on “Thatcherism” and 
“Reaganomics,” is commonly understood 
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as a cluster of policies to privatize, dereg- 
ulate, liberalize and decentralize national 
economies. By subscribing to this ideology, 
these governments actively encouraged 
the aggressive intrusion of transnational 
companies and financial instruments into 
their economies. 

The governments of the countries that 
Mr. Studwell analyzes were unusual in 
that they adopted developmental state- 
type plans as well as policies completely 
opposed to this model within neoliberal- 
ism. The conduct of business of the god- 
fathers’ firms provides insights into the 
outcome of these governments’ mix of 
policies from different development mod- 


els. If more thought had been given to ex- 


plaining how these different models were 
adopted, adapted and deployed, and how 
the godfathers responded to and devel- 
oped (or abused) the concessions flowing 
from government through these policies, 
Mr. Studwell would probably have been 
able to explain why these Southeast Asian 
economies have continued to grow in a pe- 
riod when other developing economies, in 
Latin America and Africa in particular, 
have floundered. These two developing 
regions, unlike Southeast Asia, have been 
most harshly exposed to the vagaries of 
neoliberalism. 

Mr. Studwell appears to be more con- 
cerned—and deeply impressed—with the 
influence these godfathers have had on 
these economies. But their power is not nec- 
essarily as extensive as the author suggests. 
Many of the godfathers remain subservient 
to politicians in power, especially in Hong 
Kong, Malaysia and Singapore. In the re- 
gion’s fledgling democracies, big business 
has attempted to capture control of govern- 
ment, notably in Thailand where Thakshin 
Shinawatra emerged as prime minister be- 
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fore being ousted in a coup that appeared 
to have some measure of middle-class sup- 
port. In the Philippines, the monied gen- 
try continues to hold significant sway over 
who captures political power, but corrup- 
tion and impeachment charges led to the 
removal of a president, Joseph Estrada. 
Democracy has not made it all that much 
easier for big business to capture and re- 
tain political power, though this is another 
issue that should have received more analy- 
sis. This book, in fact, remains rather silent 
on this point in spite of its stated purpose to 
analyze how power and money now collude 
and operate in the region. 

Two crucial and related points, persis- 
tently noted but inadequately analyzed, 
are family feuds and the succession issue. 
While the presence of these godfathers 
looms large in their economies, a greater 
number of such prominent business peo- 
ple have faded from the scene. The rea- 
sons for their sometimes rapid demise in 
spite of the large size of their companies 
remain unclear. The history of big busi- 
ness in Southeast Asia is littered with tales 
of feuds among the descendants of their 
founders leading to the loss of control of 
their enterprises. An analysis of what the 
future holds for the godfathers’ vast cor- 
porate holdings once they leave the scene 
would have provided insights into the sus- 
tainability of their enterprises. 

Many of the godfathers are now octo- 
genarians, and Mr. Studwell does record 
how they are preparing, usually unsuc- 
cessfully, to hand over the reins of their 
firms to the next generation. Although 
there are numerous anecdotes throughout 
the book about the shabby way the god- 
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fathers treat their offspring, who are now 
in positions of management within their 
companies, Mr. Studwell does not discuss 
how members of the next generation get 
along with each other or how they may 
manage and develop these important en- 
terprises with the demise of their godfa- 
thers. Mr. Studwell does remark that these 
firms will probably disintegrate or be tak- 
en over by outsiders by the fourth genera- 
tion, but there is sufficient evidence, not 
considered here, that the godfathers’ con- 
glomerates may encounter serious prob- 
lems soon after they pass on. 

There is one reason why the future of 
these godfather firms, as well as the turn 
of these business people to religion is in- 
adequately analyzed. There is a dearth of 
research on family firms in Southeast Asia 
and of the mix between religion, business 
and politics. This reflects one major con- 
cern with this study. Mr. Studwell’s book 
depends heavily on major scholarly works 
of politics and business in Southeast Asia 
and Hong Kong. Although he deeply en- 
riches these academic works with insights 
garnered from personal interviews with the 
godfathers, Mr. Studwell seldom ventures 
away from the issues raised in these stud- 
ies. What would have augmented the value 
of this book is a much deeper analysis of 
important developments, specifically of the 
emerging role of religion in business, the 
impact of regime—and policy—change on 
these firms, and of their futures when the 
new generation takes over from the god- 
fathers. Mr. Studwell’s study would have 
been a trailblazer in comparative research 
on money and power in Asia had he delved 
more deeply into these new issues. w 
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CHINA’S PRESERVATION DESTRUCTION 


C 


by Peter Neville-Hadley 


ITY DWELLERS ACROSS China 
have learned to dread the ap- 
pearance of the “chai” character 
on the walls of their historical neighbor- 
hoods; the eight-stroke red daub means 
the buildings are slated for demolition. 
But at buildings of grander antiquity an- 
other mark is increasingly commonplace, 
and the results ofits apearance are almost 
as dramatic. The arrival of a plaque with 
the unesco World Heritage symbol may 
not lead to complete destruction, but it all 
too often indicates the imminent replace- 
ment of reality with replica. 

The World Heritage Convention, more 
than 30 years old and boasting more than 
180 signatory nations, uses a lot of noble 
rhetoric. It is supposed to identify man- 
made and natural sites of such great sig- 
nificance that they should be regarded as 
part of the heritage of all mankind. Their 
preservation is a matter of collective re- 
sponsibility. 

Unfortunately, those lofty ideas are 
neutralized by the compromises necessary 
to gain wide-ranging international agree- 
ment. And nowhere is that more evident 
than in China. 

There are now 851 sites listed world- 
wide and the addition of a new one causes 
little stir in most countries. In China, how- 
ever, gain UNESCO recognition for your site 
and you’ve won the tourism jackpot. As a 
result, tourism officials are gaming the 
World Heritage listing process—not in or- 
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travel books on China. 


der to preserve old China, but to facilitate 
the transition from old to new. 

In a society given to making lists of 
approved scenic spots since at least the 
12th century, and which is still citing the 
favorite views of the 17th and 18th cen- 
tury Kangxi and Qianlong emperors, the 
UNESCO World Heritage sites have become 
the crème de la crème. They are superior 
to National Key Scenic Areas and even to 
National AAAA Level Tourist Scenic Spots. 
They are taken as evidence that foreigners 
agree with what the Chinese themselves 
so often repeat: Chinese culture is superi- 
or to and older than Western culture. Each 
new listing is given widespread publicity 
and this guarantees that revenues will rise 
by several multiples. 

Beijing’s Forbidden City and sections 
of the Great Wall were naturally among 
the first Chinese sites added to the list in 
1987. A later addition was the little-known 
forested region of Jiuzhaigou in Sichuan 
province, which in 1991 had a mere 170,000 
visitors per year. But this was still a figure 
that the advisory body assessing the site’s 
1992 application for World Heritage list- 
ing considered worrisome. A projected in- 
crease to 500,000 visitors after listing was 
considered far beyond saturation point and 
likely to cause substantial damage. 

Nevertheless, despite reservations about 
“the growing human impact,” Jiuzhaigou 
was added to the list that same year, and 
the area’s managers set about publicizing 
this to the full. Six years later, a UNESCO in- 
spection complained that the site was con- 
gested with tourists. But administrators 
nevertheless went on to leverage World 
Heritage listing into a total of 1.2 million 
visitors in 2001, more than double the fig- 


ure earlier considered to be beyond the 
park’s capacity 10 years earlier. In a self- 
assessment paper in 2002 the management 
congratulated itself for planning to cap vis- 
itor numbers at 12,000 per day, although 
this would in fact allow for a further near- 
tripling of the existing excessive figure to 
4.3 million visitors per year. 

A similar process has taken place at the 
historic town of Lijiang, in the mountains 
of the southwestern province of Yunnan, 
which boasts stone- 
paved streets and 
unusual Naxi minor- 
ity architecture. Jing 
Feng, UNESCO’s pro- 
gramme specialist 
for Asia Pacific, per- 
sonally campaigned 
for the 1997 addi- 
tion of Lijiang to the 
list. “I worked on the 
documentation and 
succeeded in getting 
the nomination,” he 
says. But as a result, 
visitor volumes leapt 
to 4.3 million in 2005 from between 3,000 
and 5,000 in 1996. “I visited in June 2006 
and my experience was really too bad,” Mr. 
Jing says wearily from his office in Paris. 

Worse, the town was severely damaged 
in an earthquake just before listing and 
rather than reconstruct the demolished 
buildings, the authorities “improved” on 
them by replacing some of the ethnic minor- 
ity houses with some in a more mainstream 
Chinese style, scoring the herringbone pat- 
tern of traditional brickwork into cement 
rather than replacing it, and driving some 
residents away in order to construct a total- 
ly new palace. Even the traditional costume 
of the minority Naxi people was redesigned 
and wearing it was made compulsory for 
those working in the hospitality industry, 
regardless of their ethnicity. 

Recently, even the authorities have rec- 
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ognized that the old town’s capacity to ab- 
sorb tourists has been exceeded and this 
has reportedly led them to start creating 
more of it. If this is conservation, then it’s 
adding a new meaning of the word. 

At site after site it’s a similar story. By 
1999 the walled city of Pingyao in Shanxi 
province, little known until its listing in 
1997, was already engaged in recreating 
its yamen, the mansion-office of the man- 
darin from imperial days. Inspired by the 
success of Lijiang, 
it allowed business- 
es to rent bicycles 
for riding on top of 
its impressive Ming 
dynasty walls—cars 
were even allowed to 
drive on them. 

In 2004 a section 
collapsed and, ac- 
cording to a report in 
the Hong Kong Stan- 
dard, “The first fear 
of local officials was 
that UNESCO might 
withdraw Pingyao’s 
listing.” So they tried to blame the col- 
lapse on the poor quality of the original 
construction. But local residents claimed 
that the walls might still be intact had the 
World Heritage not gotten involved. 

In 1998, at the Western Qing Tombs 
southwest of Beijing grey cement was 
smeared onto deteriorating brickwork 
and scored with lines to replace their pat- 
tern, and strident modern paintwork was 
everywhere. In one corner of the site, the 
China Funeral Association had been al- 
lowed to start commercial modern burials 
at premium rates, with ever higher prices 
for increasing proximity to the recently re- 
located remains of Aisin-Gioro Puyi, the 
last Qing emperor. 

Optimists might have hoped that listing 
in 2000 would prevent more of the same. 
But in response to the resulting influx of 
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visitors, the authorities built new access 
roads across the site’s green spaces, and be- 
gan building replicas of further halls, with 
entry prices rising accordingly. Last year 
workers knocked a hole through the wall of 
one tomb complex to shorten the route for 
bringing in materials for a face-lift. Several 
of the halls were still functioning as offices 
and residences for the very officials sup- 
posed to be protecting them. Their proxim- 
ity to the site wasn’t obviously adding to its 
security since peasants nearby were openly 
selling fragments of ancient decorative tiles 
to visitors. UNESCO documents state that 
the World Heritage process should involve 
local people but this probably isn’t what it 
has in mind. 

At the final resting place of Confucius in 
Qufu, listed in 1994, cleaners washed and 
scrubbed wall paintings and statuary, dam- 
aging them beyond repair. Despite many 
of their number claiming descent from the 
sage, the local populace was reported to be 
angry not at the loss of their heritage but at 
the threat to tourism income. At the Qing 
emperors’ summer resort at Chengde, stone 
plaques announcing World Heritage listing 
have been set into the very walls the status 
is supposed to protect. 

Bizarrely there seems to be little that the 
World Heritage Committee can do to en- 
sure good conservation practice. Its main 
stick is the threat to move a site to aseparate 
World Heritage in Danger list, or to remove 
it altogether. But according to insiders, a 
sterile legal debate has been taking place 
for some years as to whether the commit- 
tee can list a site as endangered without 
the agreement of the country concerned. 

On July 26, during the most recent 
meeting of the World Heritage Commit- 
tee, the Chinese newspaper Jiangnan Dai- 
ly quoted a Chinese official at the meeting 
as saying that six Chinese sites were about 
to be moved onto the World Heritage in 
Danger list. But in the end, China not only 
escaped public censure, but was awarded 





two further sites, bringing its total to 35. 

UNESCO insiders who decline to be 
named hint that China is willing to throw 
its weight around in other U.N. forums in 
order to avoid being shamed. Recent moves 
by World Heritage officials to slow down 
the growth of the list by reducing the num- 
ber of new additions from any one country 
to only one a year have been thwarted by 
China. Instead China reliably adds one cul- 
tural and one natural site to the lists each 
year. Despite dissatisfaction with Chinese 
site management that appears in minutes 
as far back as 1998 when reports of “the 
demolition of historic buildings and new 
construction activities” in Lhasa were first 
noted, the committee seems powerless to 
prevent itself from being hijacked for tour- 
ism promotion purposes. Every Chinese site 
is compromised and the cooperative spirit 
on which the system depends is missing. 

Nevertheless Mr. Craddock believes 
that behind-the-scenes pressure does ac- 
tually work: “The meetings are a lot more 
argumentative than the minutes ever let 
you know. There are quite a lot of political 
rows, and countries do feel severely affect- 
ed. It’s better than having nothing at all.” 

One of the two new Chinese members of 
the World Heritage list is the watchtowers 
of Kaiping in southern Guangdong Prov- 
ince. Kaiping’s future is now clear. Coun- 
try roads will be clogged with tour buses 
and the narrow staircases inside the tow- 
ers will soon be worn away by the tread of 
millions of feet. Souvenir and snack stalls 
will multiply around the entrances. It’s the 
cultural equivalent of adulterated pet food 
and toothpaste. 

We have a system which apparently 
cannot prevent China from adding more 
sites. But in each case the site suffers as 
a result—and once added, it cannot be re- 
moved (because China will not cooperate 
in that process either). So what’s the an- 
swer? “I’m still looking for answers my- 
self,” admits Feng Jing ruefully. i | 
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We Like Gm Food! 


A PROTEST BY Greenpeace against the Thai 
government’s decision to loosen controls 
on genetically modified food on Aug. 27 
went slightly awry. The eco-loons thought 
they could make a point by dumping 11 
tons of papayas, said to be contaminated 
by GM strains, in front of the Agriculture 
Ministry. Problem is, Thai people seem 
to like GM papayas—so much so, in fact, 
that they grabbed up the fruit and ran off, 
thereby helping to clear away the trouble- 
some protesters. As one Thai who helped 
himself told the Bangkok Post, “I’m not 
scared of GM papayas. Rather, I’m scared 
I won’t have any to eat.” That’s what we 
call voting with one’s feet! 
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Indian Lightweights 


INDIA’S SUPREME COURT is due to rule on 
whether the Delhi government can contin- 
ue a ban on women serving alcohol in the 
city’s restaurants and bars. The govern- 
ment argues, “the city’s men cannot hold 
their drink and that is why it is unsafe to 
allow women bartenders in pubs and res- 
taurants.” A public-interest petition in fa- 
vor of the ban further claims, “Delhi is a 
‘rogue city’ and not mature enough to have 
pubs and bars with women bartenders.” 
We suggest Delhi take its cues from the 

American state of Utah and put a 3.2% al- 
cohol limit on drinks. If there are still prob- 
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lems, it might indicate that Delhi is not 
mature enough to have women. (Or would 
be better off without men. — Editor’s wife) 


Lonely Planet Ch na 


WE’VE SEEN SOME pretty clumsy censor- 
ship in the People’s Republic, but this takes 
the cake. One of our former staffers is do- 
ing research in Shanghai and stopped by 
the main Xinhua “Book City” bookstore to 
pick up a guidebook to the city. The Lonely 
Planet Shanghai guide was available, but 
somebody had used white medical tape 
to cover up the bits about Chinese history 
that the Communist Party finds inconve- 
nient, such as the fact that students pro- 
tested in 1989. 

More difficult to understand is why 
the authorities object to rehashing the 
fact that Chiang Kai-shek fled to Tai- 
wan in 1949. As the photo below should 
illustrate, this kind of cack-handed tape 
job only serves to show how insecure the 
Communist Party remains about its his- 
torical record. 





Contributions to Travellers’ Tales can be emailed 
to tales@feer.com. Read more Travellers’ Tales 
online at www.feer.com/tales. 
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There are 193 countries in the world. 
None of them are energy independent. 


So who's holding whom over a barrel? 
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one EDITOR 


HE GREAT AND the good were in Dalian this past month for 
T the summer session of the World Economic Forum, usually a 

pretty staid affair. But when journalists criticized Beijing for 
being a “free loader” on the international system and failing to exercise 
soft power, they evidently hit a nerve. China’s United Nations Under- 
secretary-General Sha Zukang fired back angrily. 

True, Mr. Sha is not the most subtle envoy. He once told the U.S. to 
“shut up” about his country’s military spending. Nevertheless, his vehe- 
ment attack on the whole concept of “soft power” as a “notion created by 
Western developed countries” which is a “condescending approach.” 

The events of recent weeks in Burma show why Chinese leaders fear 
the concept of soft power. It implies that a nation’s standing relies on its 
willingness to accept a moral responsibility to improve conditions out- 
side its borders. As Bertil Lintner writes in this issue, China’s support 
for the military junta has allowed it to murder its people in an eerily 
similar way to the Tiananmen massacre of 1989, instead of seeking dia- 
logue and compromise with leaders of the democracy movement. 

In fact, the People’s Republic is playing a more responsible role in the 
world than ever before. Unfortunately that isn’t saying much. Instead of 
fomenting revolution and stirring up territorial disputes, Beijing seeks 
economic growth and stable relationships with its neighbors. But with 
rising power comes rising expectations. 

Colum Murphy and Jonathan Adams argue that by its belligerent 
threats Beijing is feeding a separatist movement in Taiwan. Jerome Co- 
hen explains that Beijing has failed to honor commitments made at the 
time ofits Olympics bid to improve its legal system. If as he says the con- 
dition of a country’s criminal justice is a key marker of a civilized soci- 
ety, China is failing miserably. Another marker is how a country treats 
its journalists. Ilaria Maria Sala talked with journalists in Beijing who 
are stymied or punished by the authorities at every turn. 

While we may not be at a tipping point yet, a sense that the present 
regime in Beijing is fundamentally incapable of taking the country to its 
rightful, respected place in the world is gaining ground. Mr. Sha ridi- 
culed the notion that China is only in Sudan to secure a supply of oil. 
But he can’t obscure the fact that Beijing is propping up the regime so 
that it can continue a policy of ethnic cleansing. 

Perhaps Mr. Sha is right to fear the concept of soft power. If he and 
his colleagues are not careful, the Beijing Olympics could devolve into 
a morass of recriminations and boycotts. 
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Clinging to Power 


IT IS MOST unfortunate that referendum 
is fast becoming a new political tool used 
by fragile governments to consolidate their 
precarious hold on power. Thailand’s mili- 
tary junta appears to be no exception. 

Coup after coup, constitution after con- 
stitution, Thailand’s 18 changes of constitu- 
tion in seven decades (average about one in 
every four years) would have been consid- 
ered rather excessive, if not quite unaccept- 
able. The prime purpose of each change is 
to ensure the government in power can 
continue to rule the nation as long as pos- 
sible. Yet after each coup (or for that mat- 
ter each general election), the existing one 
would be faulted, only to be replaced by an- 
other less-than-desirable one. 

The junta managed to grab 58% of the 
votes from a low turn out, most from Bang- 
kok. This is no big deal. To claim that it has 
won people’s popular mandate to hold a 
fresh election in December (albeit strictly 
guided and controlled) reflects its pathetic 
and hapless position. 

Who knows if the December election is 
not just for show? 

Munti-Dann 
Penang, Malaysia 


Beware the Neocons 


I WAS DISMAYED by the September 2007 
edition of the REVIEW. I have long re- 
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THE FAR EASTERN ECONOMIC REVIEW wel- 
comes letters to the editor sent via fax to (852) 
2503-1530, by email to letters@feer.com or by 
post to GPO Box 160, Hong Kong. Submissions 
must include the author’s full name, address and 
daytime contact numbers. The REVIEW reserves 
the right to edit letters for length and clarity. 


dein erraina aaan e eaa arannana a anaa nanam nan e TTT TTC HCH AT RUE 


garded your journal as an impartial ob- 
server of and commentator on Asian 
economic, political and financial affairs. 
But what do we have in last months’ edi- 
tion? 

A radical conservative (Syun-Ichi 
Akasofu) making ridiculous claims and 
misleading analogies to deny the link be- 
tween carbon emissions and global warm- 
ing (“Storm in a Teacup over Climate 
Change,” September 2007). A statement 
like: “Much of the policy debate has pro- 
ceeded without a standard level of scien- 
tific proof” is worthy of the American and 
Australian conservative parties’ political 
sloganeering and does not belong in the 
REVIEW. 

A second radical conservative peddling 
the long-disproved notion that “comfort 
women” were all volunteers. 

A third radical conservative peddling 
the notion that nuclear power is safe, im- 
mediate and the answer to all our global 
warming and energy prayers. 

Has the REVIEW fallen into the hands of 
the dreaded neocons? 

Andrew McRobert 
Australia 


EDITOR’S NOTE: 

WE CANNOT ACCEPT Mr. McRobert’s as- 
sertion that these three contributors are 
“radical conservatives.” It is telling that 
he identifies Mr. Akasofu’s essay with the 
American and Australian conservative par- 
ties, suggesting that the views of one half 
of the political spectrum, held by parties 
that were democratically elected to pow- 
er, are “radical” and hence not worthy of 
publication. Our policy is to seek the most 
incisive commentary from thought leaders 
of various ideological persuasions. 
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The Burmese 
Way to Fascism 


by Bertil Lintner 





F KARL MARX was right 
that history repeats itself 
first as tragedy and then as 
farce, Burma is still stuck 
in the tragedy phase. The 
protests and crackdown in Rangoon in re- 
cent days are reprising the doomed de- 
mocracy movement of 1988. As time 
passes and the security forces succeed in 
cowing the population, the world’s outrage 
gives way to ineffectual responses and 
then resignation. 

In the initial euphoria that such mass 
movements inevitably bring, the Western 
media dubbed this Burma’s saffron revolu- 
tion, comparing it to the peaceful “color 
revolutions” of Eastern Europe and the for- 
mer Soviet Union. So named because of the 
leading role played by Buddhist monks, the 
movement seemed destined to sweep away 
the unpopular military regime that has im- 
poverished a country once among the 
wealthiest in Asia. The moral authority of 
the clergy, combined with the flow of infor- 
mation to the outside world facilitated by 
new technology, stoked the sense of opti- 
mism. The U.S. imposed tougher sanctions, 
while even China and the Association of 





South-East Asian Nations, not normally 
known for putting pressure on their neigh- 
bors, issued strong statements. 

However, the reality is that nothing 
substantive has changed since 1988. In 
fact, the Burmese regime is arguably 
stronger than it has ever been. It is well 
prepared to weather this new storm of do- 
mestic and international criticism. 

The survival of successive military re- 
gimes in Burma is one of the enigmas of 
Southeast Asian politics. The key to this 
puzzle is understanding that Rangoon is 
no “ordinary” military dictatorship, and it 
cannot be compared with Thailand, Indo- 
nesia, Bangladesh, Pakistan or other coun- 
tries in the region which also have had 
spells of military rule. 

When the army first seized power in 
Burma in 1962, it not only took control over 
the government, but also assumed eco- 
nomic power. Branded the “Burmese Way 
to Socialism,” this meant that almost all 
private property was confiscated and 


ae Mr. Lintner is a free-lance writer based in 
Thailand. He is the author of several books on 
Burma. 
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handed over to a number of military-run 
state corporations. The old mercantile 
elite, which to a large extent was of ethnic 
Indian and Chinese origin, left the coun- 
try, and so did many of Burma’s intellectu- 
als. Prior to the 1962 coup, Burma had had 
one of the highest living standards in 
Southeast Asia, and a fairly well-educated 
population. But thereafter the military be- 
came the only elite. 

The Burmese military establishment 
also developed into a state-within-a-state, 
a society where army personnel, their 
families and dependents enjoy a position 
far more privileged than their counter- 
parts ever had in, for instance, Thailand 
and Indonesia. In both those countries, 
some degree of pluralism was always ac- 
cepted even during the darkest years of 
military dictatorship. 

After the last uprising in 1988, the Bur- 
mese Way to Socialism was abolished after 
the 1988 uprising, perhaps in an attempt to 
appease the international community, 
which had condemned the carnage in Ran- 
goon, but also because the military had re- 
alized that they could make more money 
in a free-market economy. Private enter- 
prise and foreign investment were permit- 
ted after the bloody events of 
1988, when at least 3,000 
protesters were 
gunned down, but, in 
essence, the Bur- 
mese Way to Capi- 
talism is also a 
military-domi- 
nated economy. 

There are few 
major enterprises 
which are not di- 
rectly or indirectly 
controlled by the mili- 
tary, or by business- 
men affiliated 
with the mili- 
tary, like the 
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powerful, 43-year-old tycoon Tay Za, who 
is close to junta leader Gen. Than Shwe 
and his family. His Htoo Trading Compa- 
ny was one of two main contractors that 
built Burma’s new administrative capital, 
Naypyidaw. The other was the Asia World 
Group, which is headed by Tun Myint Na- 
ing, or Steven Law, the son of Lo Hsing- 
han, who in the 1970s was branded by U.S. 
authorities as the king of opium in Burma’s 
sector of the Golden Triangle. 

In Burma, there are special schools and 
hospitals for the military and their depen- 
dents. They live in secluded, subsidized 
housing and shop for goods that are not 
available in ordinary stores. An army pass 
assures the holder of a seat on a train or an 
airplane, and a policeman would never dare 
to report him or her for violating traffic 
rules. The military’s only civilian support 
base is the Union Solidarity and Develop- 
ment Association, USDA, which was formed 
in 1992. It claims to have 21 million mem- 
bers, but that is mainly because member- 
ship is compulsory for civil servants and 
ordinary citizens are forced to join. Like the 

Burma Socialist Program Par- 
ty, BSPP, which ruled Burma 
until the 1988 uprising, it is a 
colossus on feet of clay, which, 
in the wake of current events, is 
likely to collapse, as the Bspp did 
19 years ago. 

The rise of military power 
in Burma began shortly after in- 
dependence from Britain on Jan. 

4, 1948. Communist as well as ethnic 
rebel armies rose in rebellion against 
Rangoon, and, in the northeast, rem- 
nants of Chiang Kai-shek’s Nationalist 
Chinese forces retreated across the 
border after being defeated by Mao 

Zedong’s communists. At indepen- 

dence, the Burmese army was only 
15,000 strong, plus militias. 
But by 1955, because of the civ- 
il war, the ranks of the army 
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had increased to 40,000, and it was al- 
ready involved in businesses such as ship- 
ping, banking and publishing. When the 
emerging state-within-a-state gobbled up 
the state in 1962, there were 104,200 men 
in all three services. That rose to 140,000 
in 1976, 160,000 in 1985, and, at the time of 
the 1988 uprising, 180,000 in the army and 
nearly 200,000 in all three services. 

Today, the strength of the three servic- 
es is estimated at 400,000, and they are 
much better equipped than at any time in 
Burma’s modern history, mainly due to 
massive procurement of arms from China. 
The latest expansion comes at a time when 
the ruling military has managed to strike 
cease-fire agreements with most of the 
country’s rebel groups, so, during the past 
decade, there has been very little fighting 
in Burma’s traditionally volatile frontier 
areas. The enemy now is the population at 
large. 

China’s support is a key factor in the 
junta’s staying power, and Beijing wants 
“stability,” not a regime change. In Janu- 
ary this year, China—along with 
Russia—used its veto power to 
block a U.S. and U.K.- spon- 
sored resolution in the U.N. 
Security Council, although a 
majority of U.N. members had 
voted in favor. The Chinese in- 
sisted that the Burmese regime did 
not a pose a threat to regional 
security and, therefore, the Se- 
curity Council was not the right 
forum to pass resolutions on 
political repression in Bur- 
ma. Not even appeals by 
activists for a boycott of 
the 2008 Beijing Olym- 
pics seem to have swayed 
China into being more 


The Burmese military has everything to lose 
and nothing to gain from greater openness. 



















critical of the Burmese regime. China has 
not reacted to pictures from the carnage 
in Rangoon showing Burmese soldiers 
carrying Chinese-made T-56 automatic as- 
sault rifles. 

It may be argued that Chinese military 
aid is of little help in quelling urban unrest. 
But the modernization of Burma’s armed 
forces since 1988 has also served the pur- 
pose of ensuring the loyalty of the military, 
which is crucial for the survival of the pres- 
ent regime. Nothing is going to change as 
long as the military remains united, and 
there have so far been no credible reports 
of splits within the military. Given the 
abuse of power, their privileges and the 
atrocities they have committed, the Bur- 
mese military has everything to lose and 
nothing to gain from allowing more open- 
ness and transparency. Foreign-based op- 
position groups like to talk about “dialogue” 
and “national reconciliation,” but these are 
no more than popular buzzwords with lit- 
tle relevance inside Burma, where the mil- 
itary talks to no one but itself. 

A Rangoon-based Western diplo- 
mat once put it to me quite 
bluntly: “They fear that if 
they don’t hang together, 
they’ll hang separately.” 
The junta is now reading 
from its standard playbook, 
blaming the “disturbances” 
on “internal and external 
destructionists.” In a 
speech on Sept. 24, Bur- 
ma’s religious affairs min- 
ister, Brig.-Gen. Thura 
Myint Maung, asserted 
that “political extremists” 
from the pro-democracy 
National League for De- 
mocracy, NLD, “remnants” 


The Burmese Way to Fascism 11 


of the Communist Party of Burma (which 
has been defunct for more than 18 years), 
and foreign broadcasting stations had in- 
stigated Buddhist monks and others to 
demonstrate. The situation, he said, was 
being handled “softly” and “with care.” 

Meanwhile, the National League for 
Democracy, formed shortly after the 1988 
uprising, has been decimated. Its main 
leader, Aung San Suu Kyi, has charisma but 
she remains under house arrest, and near- 
ly the entire, original leadership of the NLD 
is either dead, in prison or has simply giv- 
en up all political activity. Most young NLD 
activists have been imprisoned, cowed 
into submission, or have fled the country. 
Only a handful of elderly spokespersons 
remain, and none of them has the strength 
and charisma to carry the party forward. 
That serves the interests of the junta, since 
the new-look NLD would appear to the out- 
side world not to be a viable alternative. 

Nor have external forces had much in- 
fluence over Burma’s ruling generals. 
Western sanctions have had minimal ef- 
fect, as the country’s neighbours—China, 
India and Asean—continue to trade and in- 
vest in the country, allowing the generals 
to use their ample natural resources and 
strategic geographical position to survive. 
China was the first major country to show 
interest in Burma’s riches, even before the 
events of 1988. Pan Qi, former vice minis- 
ter of communications, wrote an article in 
the Sept. 2, 1985 Beijing Review entitled 
“Opening to the Southwest: An Expert 
Opinion,” outlining the possibility of find- 
ing an outlet through Burma to the Indian 
Ocean for trade from China’s landlocked 
provinces of Yunnan and Sichuan. He 
mentioned the Burmese railheads of My- 
itkyina and Lashio in the northeast, and 
the Irrawaddy River, as possible conduits 
for the export of Chinese goods. 

By late 1991, Chinese experts were as- 
sisting in a series of infrastructure proj- 
ects to spruce up the poorly maintained 
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roads and railways. Chinese military ad- 
visers also arrived in the same year, the 
first foreign military personnel to be sta- 
tioned in Burma since the Australians had 
a contingent there to train the Burmese 
army in the 1950s. The total value of Chi- 
nese arms deliveries to Burma is not 
known, but intelligence sources estimate 
it to be about $1.4 billion. 

Burma’s close relationship with China 
caused concern in India. To counter Chi- 
na’s growing influence, at first India sup- 
ported Burma’s pro-democracy movement. 
But when it became clear that it was not 
going to come to power within the foresee- 
able future, India began to court the junta. 
Enticing Burma to distance itself from 
China, however, was not New Delhi’s only 
concern; the rapidly expanding Indian 
economy needs energy, and Burma has 
ample resources of natural gas. 

During the current turmoil, China 
blocked an attempt by the U.N. Security 
Council to adopt a binding resolution of 
Burma, while a spokesman for the Indian 
government on Sept. 26 made a rather 
bland statement: “The government of In- 
dia is concerned at and is closely monitor- 
ing the situation in Myanmar (Burma). It 
is our hope that all sides will resolve their 
issues peacefully through dialogue. India 
has always believed that Myanmar’s pro- 
cess of political reform and national rec- 
onciliation should be more inclusive and 
broad-based.” 

Burma’s generals are, therefore, firmly 
entrenched in power, and not overly wor- 
ried about condemnation by the West. That 
doesn’t mean that their position is entirely 
secure. They remain profoundly despised 
by the population at large and, last year, an 
entirely new movement began to take 
shape. It consisted of veterans of the 1988 
uprising, the most prominent among them 
being Min Ko Naing, a student leader who 
was arrested in March 1989—and released 
only in November 2005, after nearly 16 
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years in solitary confinement. In 1988 he 
was a 26-year-old zoology student address- 
ing crowds of tens of thousands in Ran- 
goon. When he was released he was 42, and 
his years in prison had left their mark on 
his face and body. In 2005, he looked old 
and haggard—but his fighting spirit had not 
been quelled. “The people of Burma must 
have the courage to say ‘no’ to injustice and 
‘yes’ to truth,” he said at a meeting of the 
newly formed “88-Generation Students’ 
Group” in Rangoon in August 2006. 

Min Ko Naing’s group played an im- 
portant role in organizing the first protests 
in August, shortly after the authorities had 
increased the price of petrol and fuel, caus- 
ing further hardships for a population that 
was already suffering from rising living 
costs. But the entire leadership of the 
group was arrested immediately, depriv- 
ing the movement of direction. The monks, 
who took the initiative in the street march- 
es which led to a renewed mass movement, 
can only mobilize people and take the 


moral high ground; as monks, they cannot 
be political leaders. Thus, unlike in 1988 
when a number of political leaders 
emerged, among them Aung San Suu Kyi, 
the current movement is leaderless and 
rudderless. 

The bitter reality is that nothing is go- 
ing to change as long as the military re- 
mains united and willing to gun down its 
own people. A younger generation of army 
officers, who see the need to negotiate 
with the pro-democracy movement, is 
probably the only hope. But for now, no 
one is aware of any “young Turks” lurking 
in the wings, and there are no signs of se- 
rious cracks within the ranks. But if 
change does come to Burma, it will in any 
event be because of action taken by such 
younger army officers, not demonstrations 
led by monks. The protests can, at the 
most, influence sections of the army to re- 
alize that there is no future in supporting 
the present regime. But only time will tell 
if that is going to happen. Li 
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Dangerous Delusions 
Over Taiwan 


by Jonathan Adams and Colum Murphy 





T’S A SUNNY Friday morn- 
ing in mid-September and 
You Si-kun is full of friend- 
ly banter as he tucks into 
his congee at a Taipei hotel. 
But as the then-chairman of Taiwan’s rul- 
ing pro-independence Democratic Pro- 
gressive Party expounds his views, it 
becomes clear why he is the embodiment 
of China’s worst fears about Taiwan. 

“Taiwanese people want to be master 
of their own fate,” says the 59-year-old Mr. 
You. “Independence and building a new 
nation is our goal.” 

On Mr. You’s “to do” list, which he moot- 
ed in an amendment for adoption at his par- 
ty’s Sept. 30 congress: Changing Taiwan’s 
official name from the “Republic of China” 
to “Taiwan,” enacting a new constitution, 
and formally announcing to the world that 
Taiwan is a sovereign, independent coun- 
try. These planks would put Taiwan on 
course to cross China’s so-called “red 
lines’—moves which Beijing views as 
grounds for war. 

It’s perhaps reassuring, then, that Mr. 
You’s fortunes—and those of his proposed 
amendment—changed dramatically after 





that breakfast meeting. Days later, prose- 
cutors indicted him on corruption charges. 
Then the ppp rejected his resolution in fa- 
vor of a toned-down version. In response, 
Mr. You resigned from the party chair- 
manship on Sept. 28. 

Mr. You’s loss may have been a small 
victory for moderation in Taiwan’s emo- 
tionally charged politics. But the surging 
Taiwan pride he represents has hardly 
been defused. In fact, the resolution that 
the ppp finally passed on Sept. 30 still com- 
mits it in principle—albeit without giving 
atimetable—to writing a new constitution 
and using referenda to affirm Taiwan’s 
sovereignty. 

One such referendum is already in the 
works—part of the party’s controversial bid 
to seek United Nations membership under 
the name “Taiwan.” The coming months 
will see the ppp gather signatures to put 
that issue on the ballot; the opposition KMT 
has initiated its own version that de-em- 
phasizes the use of “Taiwan.” But China 
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has warned that such referenda could trig- 
ger the use of “nonpeaceful” measures 
against the island. And in a Sept. 11 speech, 


senior U.S. diplomat Thomas Christensen ' 


voiced unprecedented harsh criticism of 
the ppp’s referendum proposal, saying it 
was a “needless provocation that [is] pa- 
tently not in the best interests of the Tai- 
wan people or of the United States.” 

Most analysts expect the U.N. drive to 
raise tensions in the coming months, then 
quietly fade away. A high bar for approval— 
50% of the eligible electorate—makes it un- 
likely the measure will pass. But at the 
heart of the current tensions are conflicting 
assumptions that have troubling longer- 
term implications. Namely, each of the 
three parties concerned—Taiwan, China 
and the United States—clings to its own 
dangerous delusions. That adds up to the 
potential for miscalculation with grave re- 
sults, particularly if Taiwan’s pro-indepen- 
dence party overplays its hand. 

Mr. You and some colleagues cherish 
the impossible dream of creating a fully in- 
dependent, new nation with all the trap- 
pings of formal statehood, including U.N. 
membership. This they see as the final act 
in the decades-long struggle to scrap the re- 
mains of the KMT regime that oppressed the 
island with a reign of terror after World 
War II. That regime may be gone, but its 
formal name, flag and territorial claims 
awkwardly remain. However, the reality is 
that two great powers—China and the 
U.S.—will oppose any such bid for the fore- 
seeable future. Moreover, so will a majority 
of Taiwanese people themselves. 

Some in China, meanwhile, hold to the 
fantasy that Taiwan will inevitably come 
back to the fold. Much of Beijing’s confi- 
dence is based on economics: closer inte- 
gration between the mainland and Taiwan 
will lead to political union. Yet the evidence 
to date would seem to refute that. The two 
sides have never been so economically 
close, yet more politically distant. And nei- 
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ther China’s threats, nor international pres- 
sure, nor—more recently—goodies for 
targeted groups in Taiwan have blunted the 
island’s push for greater recognition. 

For its part, the U.S. nurtures its own il- 
lusion—that there exists a static cross-Strait 
“status quo” that it can continue to referee. 
The truth is that between China’s rapid 
military buildup on one side, and rising Tai- 
wan pride on the other, the situation in the 
Strait has never been more in flux. 

One island; three fantasies. Those delu- 
sions aren’t likely to cause serious conflict 
in the near term. But in the years to come, 
dealing with Taiwan’s growing assertive- 
ness and thirst for recognition without re- 
sort to war will require a strong dose of 
realism on all sides. 


Turning Taiwanese? 


IF THE U.N. referendum spat has a déjd vu 
feel to it, it’s because the 2004 presidential 
election was also accompanied by a refer- 
endum—Taiwan’s first. Then, Taiwan’s vot- 
ers were asked about increasing military 
capacities and ties with the mainland. Both 
measures failed to get enough votes to pass. 
But that referendum also drew harsh criti- 
cism from Beijing and an admonition from 
U.S. President George W. Bush. 

Four years later, all the trends that cre- 
ated those tensions are back with a ven- 
geance. For one, a growing number of 
people on the island are identifying them- 
selves first and foremost as Taiwanese— 
thanks in part to efforts by the DPP to 
strengthen a sense of “Taiwanese-ness.” 
As the chart nearby shows; data from the 
Election Study Center at Taipei’s National 
Chengchi University (NccU) indicate that 
in December of last year—the latest such 
statistic available—the number of island- 
ers who consider themselves “Taiwanese” 
only (not “Chinese”) was 44.1%, or more 
than double the 20.2% recorded in the 
same month in 1994, and up from 36.9% in 
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June 2000, shortly after President Chen 
Shui-bian took office. 

Meanwhile, Beijing’s legal, military and 
diplomatic campaign to politically isolate 
Taiwan and deter its “splittists” continues 
apace. With the passage of the Antiseces- 
sion Law in March 2005 Beijing signaled its 
willingness, if necessary, to use military 
force against Taiwan. Under that law, 
Beijing codified its long-held stance that it 
would employ “nonpeaceful” means should 
Taiwan formalize its independence. 

Since 2000, Taiwan’s diplomatic allies 
have further dwindled from 30 to 24 small, 
low-profile countries as China aggressive- 
ly woos countries away with generous aid 
and investment. In that time, China’s 
short-range missile arsenal targeting Tai- 
wan has grown from about 200 to 1,000, 
according to Mr. Chen—a trend he never 
hesitates to publicly highlight (The latest 
Pentagon estimate is about 900 such mis- 
siles.) Taiwan has responded by develop- 
ing its own missile—tested earlier this 
year—able to hit targets on the mainland, 
according to defense analysts. 

Perhaps the biggest difference from 
2004 can be seen in the U.S. attitude to- 
ward Taiwan, as exhibited in the Chris- 
tensen speech. Never before has the U.S. 
so bluntly warned its island ally that mili- 
tary support is not a given. The reason, say 
analysts: Since 2004, the U.S. has become 
even more bogged down in Iraq, and a pos- 
sible confrontation with Iran looms. The 
last thing Washington wants is any trouble 
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in East Asia—particularly any that could 
pit it against a Chinese military growing 
more lethal by the year. 

So why is Taiwan pushing forward a 
doomed U.N. bid that has only raised ten- 
sions with China and alienated its stron- 
gest ally? Not surprisingly, many observers 
in Taiwan see in the U.N. bid a political 
strategy by Mr. Chen to whip up support 
ahead of the March presidential elections. 
Campaigns that focus on emotional issues 
of Taiwanese identity favor the ppp, as the 
2000 and 2004 elections showed. 

KMT Officials, in particular, dismiss the 
referendum as a futile exercise. “President 
Chen, the ppp and some rednecks are whis- 
tling in the dark,” says Su Chi, a KMT legis- 
lator and foreign-policy adviser to its 
presidential candidate Ma Ying-jeou. Mr. 
Su and others in the Kmr see the bid as an 
effort to detract attention away from the 
DPP government’s poor economic perfor- 
mance. Taiwan’s GDP growth may be re- 
spectable for a postindustrial economy 
(4.68% last year), and exports remain 
strong. But real incomes have stagnated for 
years, fueling the widespread perception 
that the island’s economy has flat-lined. 

That would seem to leave an opening 
for the KMT to run a strong “it’s the econ- 
omy, stupid” campaign. Instead, the U.N. 
referendum has grabbed attention and left 
the KMT struggling to compete on nation- 
al identity, where it’s at a distinct disad- 
vantage. Even the party acknowledges that 
its version of the U.N. bid referendum is 
largely a political tactic in response to the 
DPP. Failure to follow Mr. Chen’s lead on 
this issue could see the party branded as 
anti-Taiwan and antidemocratic, says Mr. 
Su. To that extent, the Dpp’s initiative is al- 
ready serving its intended purpose. 

Still, it would be unwise to dismiss the 
Taiwan’s U.N. bid entirely as an electoral 
gimmick. Behind the banners, the march- 
es and the slogans and the slick, multilin- 
gual advertising campaigns, there is a 


genuine, deep-rooted sense of frustration 
among the Taiwanese people about being 
something less than a country. 


‘Oppression Complex’ 


TO UNDERSTAND SOME of the emotions fu- 
eling the U.N. bid, go to Green Island, off 
Taiwan’s southeast coast. For four decades 
before the lifting of martial law in 1987, 
the KMT jailed Taiwanese accused of po- 
litical crimes here. A wave of anticommu- 
nist hysteria saw at least 
140,000 sent to die before 
firing squads or endure 
decades in crowded cells. 

Chen Meng-ho, a for- 
mer Green Island prisoner, 
ambles down a rocky sea- 
side path, then stops in 
front of a cliff and takes 
off his hat. He pays re- 
spects at the final resting 
ground of the “13th squad- 
ron”—prisoners, including 
a close friend of Mr. Chen’s, 
who died on the island and 
were buried beneath the 
cliff because they had no relatives in Tai- 
wan to claim their bodies. “Every single 
time I come here I have the feeling of sad- 
ness,” says the 76-year-old Mr. Chen. “I 
don’t feel angry anymore...but I’d still like 
to speak out and say what happened here 
so that type of terror will never happen 
again.” 

The ppp government is turning the old 
prison into a cultural heritage site; it ar- 
ranged Mr. Chen’s trip with journalists to 
the island. Many Taiwanese accuse the 
government of opening such painful 
wounds from the island’s past for political 
gain. That’s partly true. In the island’s no- 
holds-barred political culture, every piece 
of potential ammunition is deployed. 

But this past is also the key to under- 
standing present-day politics. Many DPP 
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leaders are former prisoners: Vice Presi- 
dent Annette Lu, Kaohsiung mayor Chen 
Chu, and even President Chen, who served 
a one-year term for libel. As young activists 
and defense lawyers, that generation fought 
to democratize the island. By contrast, 
many still-prominent KMT politicians were 
part of the authoritarian machine. 

The ppp emerged from that dissident 
movement and eventually took power in 
2000. So far it has proven better at activ- 
ism and protests than at governing. In re- 
; cent years, Mr. Chen’s 

government has been 
rocked by one corruption 
scandal after another, its 
approval ratings have 
dipped below 20%. Now, 
the very same people who 
helped bring down auto- 
crats in Taipei are facing 
off against autocrats in 
Beijing, whose “red lines” 
are boxing in the young 
democracy. 

The sense of a revolu- 
tion on hold is galling 
enough for DPP true be- 

lievers. But it’s compounded by Beijing’s 
concerted global effort to shrink Taiwan’s 
international space. According to Lo Chih- 
cheng, a political science professor at Tai- 
pei’s Soochow University who is close to 
the ppp government, China’s strategy is 
clear: “As China becomes more confident in 
isolating Taiwan internationally, it believes 
that Taiwan will be pushed into a corner 
and have nowhere to turn but to Beijing and 
ask its permission to become part of the in- 
ternational community,” he says. 

That means freezing Taiwan out of re- 
gional groupings such as the Association 
of Southeast Asia Nations and its various 
add-ons, and preventing the island’s lead- 
ership from attending summits of the Asia 
Pacific Economic Cooperation, which Tai- 
wan joined formally as a member “econo- 


TIM FOLEY 


Dangerous Delusions Over Taiwan 17 


www.feer.com 


Is 


my” in 1991 under the name “Chinese 
Taipei.” At the World Health Organiza- 
tion, Chinese pressure has prevented Tai- 
wan from gaining observer status, for 
which statehood is not a requirement. 

The result is what some have called an 
“oppression complex,” which fuels ex- 
tremist calls for bolder action to counter 
China. “A lot of people [in the ppp] say 
‘Why should we limit ourselves?” says 
Hsiao Bi-khim, a prominent per legislator 
and foreign-policy adviser to DPP presi- 
dential candidate Frank Hsieh. “Our lead- 
ers will have to balance hard-line views 
within the party with international con- 
straints on our efforts.” 

Those constraints come first and fore- 
most from China. It claims Taiwan as its 
territory and has long threatened war if 
the island seeks to formalize its de facto 
independence. The current U.N. bid may 
not quite do that, but Beijing fears it’s just 
a prelude. “Next time they may use a ref- 
erendum to decide whether Taiwan should 
be totally separate from mainland China,” 
says Chu Shulong, a foreign affairs expert 
at Beijing’s Tsinghua University. 

China’s claim is rarely challenged, al- 
though its assertion that Taiwan is and has 
always been an inalienable part of China 
is a creative interpretation of history at 
best. The island wasn’t incorporated into 
the Qing Empire until the late 17th cen- 
tury; successive imperial courts regarded 
it as a savage wilderness, pirate haven, and 
as one emperor put it, “a place beyond the 
seas ... of no consequence to us.” 

The claim is linked with China’s own 
cult of victimhood. The island was ceded 
to Japan in 1895 and Chinese nationalists 
view its return as the final act of their own 
fantasy: restoring China to its imagined 
Qing-era grandeur and thereby leaving be- 
hind once and for all a “century of humili- 
ation” by foreigners. 

For many years Beijing backed its claim 
with belligerent talk and military postur- 


ing; in 1996 it fired missiles into the waters 
off Taiwan. In recent years, it has taken a 
more subtle tack; wielding the carrot in 
addition to the stick, by courting Taiwan’s 
opposition, farmers and business groups. 
Beijing has successfully outsourced much 
of the work of reining in Mr. Chen and the 
DPP to the U.S. Mr. Christensen flatly de- 
nies that Beijing and Washington coordi- 
nate Taiwan policy, saying “it just does not 
happen.” But observers of cross-Strait de- 
velopments say the effect is just that. 
Washington’s desire for stability in the re- 
gion far outweighs any sympathy for the 
frustrations of a fellow democracy. And so 
the two powers have found common cause 
in trying to put the brakes on Taiwan’s 
U.N. bid. 

Too bad the ppp isn’t listening. “We are 
on a roll and I don’t think [anyone] can 
stop this—even the kmT has jumped on the 
bandwagon,” says Ms. Hsiao. So if China 
and U.S. warnings can’t stop such pushes 
for recognition, how can future cross- 
Strait conflict be averted? 


A Call for Cool Heads 


BEIJING AND WASHINGTON argue that the 
current U.N. bid is “unnecessary.” They’re 
right, at least in the bigger picture. But as 
long as the emotionally charged issue of na- 
tional identity works to its benefit, the DPP 
can be expected to play the independence 
card in this and subsequent elections. 

And therein lies the key danger. Current 
tensions over the U.N. bid are likely to prove 
just a tempest in a teapot. But it’s not hard 
to imagine, years down the road, a DPP- 
backed referendum that more explicitly af- 
firms the island’s distinct sovereignty. Such 
a vote might be dangerously ambiguous. 
Taiwan could calculate that it was within 
bounds, while Beijing would interpret the 
vote as a formal, legally binding declaration 
of independence—and so, a casus belli. “The 
future depends not only on what Taipei is 
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doing, but also what the politics are in 
Beijing at the time,” says Steve Tsang, head 
of the Taiwan Studies Program at Oxford 
University. “And that’s a big imponderable. 
In principle, China’s ‘red line’ is crystal 
clear, but in reality, it isn’t.” 

It’s possible the ppp might drop its ref- 
erendum gambits on its own if they backfire 
at the polls. And a kmT-dominated legisla- 
ture could amend the referendum law to 
make such ploys more difficult. But neither 
of those domestic “fixes” is guaranteed. 

For Beijing, the key will be to avoid 
overreacting. The fact is, plebiscites that 
will put the island on a collision course 
with China are not likely to find much of a 
market in Taiwan, even if they make it to 
the ballot. So far, there’s no indication that 
the groundswell of Taiwan pride has 
translated into support for an all-out inde- 
pendence push. According to data from the 
NCCU the number of Taiwanese support- 
ing immediate independence has bounced 
between 3% and 7% since Mr. Chen took 
office. (The latest data from December 
2006, was 5.5%.) 

Beyond that, the best way to blunt the 
appeal of extremists like Mr. You would be 
to address Taiwan’s legitimate desire for 
more international space. Beijing should 
realize that its aim of isolating Taiwan in 
the international arena only gives fuel to 
the island’s hardliners. Rather, it should 
work out a compromise with the island on 
its participation in key international orga- 
nizations such as the wHo. “At least some 
in China understand that they’re not win- 
ning hearts and minds on Taiwan by being 
hard-line on the international space is- 
sue,” says Richard Bush, an expert in 
cross-Strait relations at the Brookings In- 
stitution in Washington, D.C., and former 
chairman of the American Institute in 
Taiwan. “But as long as there’s a ‘deep 
green’ [hard-line pro-independence] do- 
mestic agenda in Taiwan, the P.R.C. isn’t 
going to back down.” 
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Washington can play a key role in main- 
taining Taiwan’s international breathing 
room. In cases where formal statehood is 
not an explicit requirement, it, the Europe- 
an Union and other democracies should 
help secure Taiwan’s role. But it would be 
naive to think that will happen soon. The 
EU reportedly expressed its strong opposi- 
tion to the U.N. referendum bid to Taiwan 
in private. And Washington's relations with 
Taipei have never been worse. 

Such measures will have to wait until 
May 2008 at the earliest, when a new pres- 
ident takes power in Taiwan. It’s assumed 
Beijing would prefer to deal with KMT can- 
didate Ma Ying-jeou, who accepts the “one 
China” principle. Mr. Ma leads in many 
early polls, but analysts dismiss those as 
unreliable and note that the ppp tradition- 
ally runs stronger national campaigns. 
Even if the ppp candidate Frank Hsieh 
does win, though, many expect better 
cross-Strait (and Taiwan-U.S.) relations, 
as Mr. Hsieh is considered a moderate. 

All three sides would do well to put 
aside their illusions and seize that window 
of opportunity. The alternative is a wors- 
ening vicious cycle in which Bejjing’s bul- 
lying and Taiwan’s push for recognition 
continuously feed off each other. 

Even in the best of scenarios, though, 
the hopes which Taiwan’s DPP is encourag- 
ing with its U.N. bid—like the goals pushed 
by Mr. You—are almost certain to be 
dashed. Ata rally in Kaohsiung supporting 
that bid, the aspirations of many Taiwan- 
ese are clear. “We have to tell the world we 
are not a part of China,” says 22-year-old 
Hsu Li-ta, as he marches in the crowd. “I’m 
not Chinese. I’m Taiwanese. We’re a coun- 
try, so why can’t we enter the U.N.? That’s 
really ridiculous, and makes me feel upset 
and depressed.” That, unfortunately, is part 
of the “sadness of being Taiwanese,” as one 
of the island’s politicians put it. And the 
only cure—short of a disastrous war—is 
cold, hard pragmatism. i | 
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A Slow March 
To Legal Reform 


by Jerome Alan Cohen 


RIMINAL JUSTICE IS un- 
likely to appear on the 
agenda of the Chinese 
Communist Party’s 17th 
National Congress, sched- 
uled to open on Oct. 15. Yet the Congress 
will have an important impact on this crit- 
ical area of human rights, through its ap- 
pointments to the Party leadership and the 
generalities concerning “socialist legality 
with Chinese characteristics” in its policy 
statements and speeches. 

A nation’s criminal justice system is, of 
course, a major index of its civilization. 
China’s civilization will undergo unprec- 
edented scrutiny when it hosts the 2008 
Olympics. Having failed to win the right 
to hold the 2000 Olympics because of the 
tragic Tiananmen slaughter of June 4, 
1989, Chinese government negotiators, in 
order to assure a better outcome for their 
second effort to host the world’s greatest 
athletic spectacle, promised the Interna- 
tional Olympic Committee that awarding 
the torch to Beijing would enhance the 
country’s respect for human rights. Thus, 
in recent years, many influential Chinese 
legal officials and scholars have privately 
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expressed the belief that the country’s no- 
toriously deficient criminal justice system 
would be brought closer to minimum in- 
ternational standards after the forthcom- 
ing Party Congress and before the Summer 
Olympics. This was to be done in two 
ways. 

The first way would be for the P.R.C. to 
finally ratify the United Nations Interna- 
tional Covenant on Civil and Political 
Rights, which, among other obligations, 
commits adhering states to implement the 
fundamental elements of due process of 
law when determining criminal punish- 
ment. The P.R.C, signed the iccpr in 1998. 
Many experts expected P.R.C. ratification 
of the covenant, with or without limiting 
reservations or declarations, by the 10th 
anniversary of its signature, which coin- 
cides with the holding of the Olympics. 
This was to be an important symbol of 
China’s readiness to assume international 
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responsibilities that go far beyond the 
sports world. 

The second way to assure compliance 
with minimal international standards 
would be for the National People’s Con- 
gress or its Standing Committee to enact 
new legislation. This legislation was to re- 
vise the Criminal Procedure Law of 1996 
by adopting many of the reforms that had 
been considered at that time, but deferred 
as too radical. 

To be sure, the 1996 cPL made many im- 
provements in principle to China’s initial 
CPL of 1979, For example, it allowed lawyers 
to interview and advise suspects from the 
moment of their detention and interroga- 
tion by the police and other investigators; it 
granted the accused the right to confront 
and cross-examine witnesses who testified 
at trial; and it required appellate courts 
generally to hold a formal hearing when re- 
viewing a criminal conviction rather than 
merely scrutinizing the records and briefs 
of the original conviction. 

Unfortunately, such reforms, by and 
large, have only been haltingly implement- 
ed, if at all. Moreover, the 1996 legislation 
left certain proposed reforms, such as the 
presumption of innocence, unclarified, and 
others, such as a suspect’s privilege against 
self-incrimination and even broader right 
to silence, were actually rejected. 

The price of winning the acquiescence 
of police and prosecutors even to those re- 
forms that were adopted in 1996 proved to 
be very high—legitimating, for example, 
the power of investigators to detain crim- 
inal suspects for as long as 37 days before 
obtaining the prosecutor’s approval of “ar- 
rest” that leads to much longer detention 
pending completion of the investigation. 
The reformers of 1996 were also unable to 
restrict the longstanding power of the po- 
lice to circumvent the cPL’s restraints by 
imposing “administrative” punishments, 
especially “re-education through labor” 
(RETL). This authorizes the police to send 
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people to a labor camp for three or four 
years without the scrutiny of even the 
prosecutor’s office, not to mention the 
courts. 

By 2008, ratification of the Iccpr and 
revision of the cp. in accordance with the 
demands of the Covenant were to have sig- 
nificantly improved China’s criminal jus- 
tice. Yet, as of October 2007, it seems 
unlikely that these expectations will be 
vindicated. For many years Chinese ex- 
perts have been carefully studying the dif- 
ficult issues involved in their government’s 
ratification of the 1ccpR. Many academic 
specialists have favored ratification, but no 
consensus appears to have emerged among 
law-enforcement agencies, which are fully 
aware of the profound impact that ratifica- 
tion would have upon the administration 
of justice. 

The Covenant, for example, prohibits 
governments from sentencing people to 
criminal-type punishment without the ap- 
proval of an independent court. P.R.C. rat- 
ification, in the absence of a reservation 
that would emasculate this major guaran- 
tee of freedom of the person, would there- 
fore create an international obligation to 
end RETL. This would reinforce existing 
provisions of China’s Constitution and re- 
cent legislation that should be construed 
also to prohibit RETL. For over half a cen- 
tury, however, RETL has remained a key 
weapon in the police arsenal employed 
against political and religious dissidents, 
hooligans, suspects against whom suffi- 
cient evidence is lacking to sustain a crim- 
inal conviction and all others whose 
conduct is deemed to be “antisocial” but 
not “criminal.” 

Most influential Chinese scholars 
would like to terminate the unfettered 
power of the police to whisk people off to 
labor camp for several years. Many leading 
judges and prosecutors agree that the final 
decision regarding so substantial a depri- 
vation of personal freedom should be the 
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exclusive province of the judiciary. But 
thus far the political power of the Ministry 
of Public Security has prevailed. 

After all, for the past five years, it has 
been Minister of Public Security Zhou 
Yongkang—not the president of the Su- 
preme Court, the procurator general or 
the minister of justice—who has served on 
the Communist Party Politburo, and it is 
widely anticipated that, at the forthcom- 
ing Party Congress, Minister Zhou will be 
promoted to the Politburo’s inner sanc- 
tum, its Standing Committee. He is likely 
to be placed in charge of 
the Central Party Politi- 
cal-Legal Committee that 
decides all policies relat- 
ing to the legal system and 
“coordinates” the opera- 
tions of the courts, the 
procuracy, the police, the 
justice departments and 
even the nation’s lawyers. 
He may also become chief 
of the Central Party Disci- 
pline and Inspection Com- 
mittee that investigates 
significant misconduct, 
especially corruption, of 
Party members and deter- 
mines whether they should be prosecuted 
and convicted by formal criminal process- 
es or dealt with by administrative or infor- 
mal means. 

Given the leadership’s preoccupation 
with attaining “stability and harmony,” 
Minister Zhou is unlikely to favor ICCPR 
ratification. It would even cast doubt on the 
consistency with China’s international ob- 
ligations of the 2005 Law on Public Secu- 
rity Administration Punishments, since the 
SAPL permits the police alone to punish 
people with up to 20 days of administrative 
detention for a broad range of minor offens- 
es too petty to be deemed “criminal,” In- 
validation of the sa? for failing to require 
court approval of its punishments would it- 
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self vastly increase the burden on judicial 
and law enforcement resources because 
each year perhaps eight times as many peo- 
ple are punished under the sapL as are pun- 
ished under both the Criminal Law and 
RETL, This is undoubtedly why sapt has not 
been seriously challenged, as it might be, 
under China’s Constitution and domestic 
legislation. Moreover, ICCPR ratification 
would also highlight other types of deten- 
tion that are plainly not authorized by law, 
such as the shuanggui imposed on suspects 
by the Party Discipline and Inspection 
Commission and it would 
affirm the P.R.C.’s obliga- 
tion to cease the brutal 
abuse of human rights 
lawyers by Chinese police 
and their hired thugs. 

While the ascension of 
Minister Zhou does not 
bode well for ICCPR ratifi- 
cation, it does not rule out 
the possibility that there 
may well be, prior to the 
Olympics, new legislation 
| that may effect significant 
| improvements in the 
criminal process or at 

mrov least improve the rules to 
be applied in this process. Indeed, crimi- 
nal justice experts of the npc’s Legislative 
Affairs Commission have been working 
long and hard to prepare draft revisions of 
the 1996 CPL. 

Just as NPC legislation recently con- 
firmed Supreme People’s Court (Spc) in- 
terpretations reclaiming for the spc the 
exclusive power to conduct final review of 
all death penalty adjudications, it may 
soon also confirm other important reforms 
initiated by the spc, such as the spc’s insis- 
tence that criminal convictions should not 
be based on confessions alone and that co- 
erced confessions and other illegally-ob- 
tained evidence must be excluded from 
judicial consideration. The Npc may also 
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clearly endorse the presumption of inno- 
cence and, following the spc’s lead, elimi- 
nate the loopholes in legislation that have 
permitted prosecutors and judges to keep 
most witnesses from testifying at trial, 
thus frustrating the defendant’s right to 
confront and cross-examine his accusers. 

This widely anticipated next round of 
cPL reforms is not likely to do more than 
give vague lip service to a privilege against 
self-incrimination, and it is almost cer- 
tainly not going to endorse an absolute 
right to silence. These principles do not yet 
enjoy strong support from Chinese society 
and officialdom, not only because of deep- 
ly held traditional beliefs about the impor- 
tance of confession but also because of 
widespread desire not to unduly hamper 
police efforts to deal with rising crime 
rates and social instability. In the present 
conservative Chinese political climate, 
there also does not appear to be popular 
support for abolishing RETL. Draft legisla- 
tion to abolish it or to significantly “im- 
prove” it by giving it a blander name, 
reducing its duration, diluting its harsh- 
ness and injecting a few procedural pro- 
tections, such as a role for defense counsel, 
has been on the nrc calendar for five years, 
but enjoys no current momentum. This 
does not mean that some outrageous RETL 
tragedy resulting in a nationwide scandal 
could not spark its long-awaited annul- 
ment or reform, just as the 2003 killing of 
university graduate Sun Zhigang in police 
custody led to the abolition of “shelter and 
repatriation,” another of the frequently 
abused administrative punishments relied 
on by the police. 

This account of criminal justice at the 
time of the Party Congress and the Olym- 
pics makes clear the major role currently 
played by the Supreme People’s Court. Al- 
though the src has not been allowed to re- 
lieve the government’s repression of 
freedoms of expression and organization, 
it has been permitted to moderate some of 
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the worst aspects of that other principal 
branch of human rights—the administra- 
tion of criminal justice. Because the 
P.R.C.’s astounding, promiscuous resort to 
the death penalty is the most prominent 
symbol of law enforcement that cries out 
for reform; it is here that the spc has cho- 
sen to focus its reformist energy. Although 
it has faithfully complied with the Party’s 
insistence that the number of annual ex- 
ecutions remain a state secret—the best 
evidence of the shame felt by the regime 
on this score—the spc in recent years has 
boldly and consistently tried to bring down 
the numbers and to increase public confi- 
dence in the accuracy of death-penalty ad- 
judications. 

The spc has frequently admonished the 
lower courts and local authorities to re- 
strain their zeal for imposing capital pun- 
ishment, even while the Politburo oscillates 
between calls to “strike hard against 
crime” and calls to “combine leniency with 
suppression.” Because the npc has made 
little progress in reducing the number of 
offenses for which the death penalty can 
be imposed—at last count there were no 
fewer than 68—the spc has been seeking 
reform on a case-by-case basis by urging 
the lower courts to sentence defendants to 
immediate execution only when “absolute- 
ly necessary.” 

The major emphasis of the spc’s recent 
reforms, however, has been on procedure. 
Reclaiming the exclusive final review 
power over death sentences has been only 
the first step in what has become a persis- 
tent campaign to improve fairness and ac- 
curacy in such cases. How to make this 
reassertion of SPC power meaningful has 
itself proved to be a formidable challenge. 
So huge is the annual number of death sen- 
tences that literally hundreds of new judg- 
es have had to be recruited to carry out the 
spc’s new duties. It has proved difficult for 
the spc to find a sufficient number of suit- 
able new judges without depriving the 


A Slow March to Legal Reform 23 


provincial high courts and intermediate 
courts of their best talent. Some able law 
professors and lawyers have been selected 
to expand the group. Moreover, once on 
the scene, the new arrivals have had to be 
trained in appropriate new review proce- 
dures since previous procedures were ac- 
knowledged to be inadequate. Yet it has 
not been easy for reformers to agree on the 
content of the new procedures. 

The spc has construed its reformist 
mandate to go beyond radical revamping 
of the final review process. It has also re- 
vised procedures for carrying out the pre- 
ceding appellate review at the provincial 
high court level of the original death pen- 
alty trial. Thorough, competent and confi- 
dence-inspiring appellate review can do 
much to ease the spc’s final review burden. 
Until recently, these provincial high courts 
generally conducted their appellate scru- 
tiny of death cases on the basis of the trial 
record and any briefs submitted by pros- 
ecution and defense counsel, plus a private 
interrogation of the condemned person. 
They seldom granted an oral hearing to 
fully explore disputed facts or to hear ar- 
gument about legal issues. 

Beginning in 2006, the spc changed 
this situation by requiring an oral hearing 
to be held in every death case appellate re- 
view. Yet this reform at the provincial 
court level, like its counterpart at the SPC, 
poses many new and difficult questions. 
What should be the scope of the oral re- 
view hearing? For example, will important 
witnesses be required to testify in court so 
that the accused and his counsel are guar- 
anteed the right in practice as well as in 
principle to confront and cross-examine 
them? The judges themselves benefit from 
actually seeing and hearing the witnesses, 
and even asking them any questions they 
deem necessary, rather than merely rely- 
ing on written out-of-court statements 
that often may be imprecise or mistaken. 
Should the appellate review consider all 
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the issues that the court believes are in- 
volved in the case or only those raised by 
defense counsel and defendant? How great 
a role should defense counsel be permitted 
in the review process? 

As in the case of final spc review, the 
answers to such questions are a work in 
progress. China is a vast, diverse, develop- 
ing country, and judicial reforms in China 
have always taken considerable time to 
implement on a nationwide scale. Yet it 
seems certain that these changes will 
make a significant improvement in death 
penalty review procedures and substan- 
tially reduce the number of executions or- 
dered. Indeed, spc spokesmen have 
already claimed important, albeit vague, 
progress in this respect. 

It also seems certain that judicial re- 
forms in capital cases will not be limited 
to review by the appellate courts and the 
spc. The reform process appears to be in- 
exorably marching toward the trial itself 
and even to the crucial pretrial investiga- 
tion/interrogation and indictment stages 
on which trials rest. 

Finally, these major advances cannot 
be confined to capital cases but will inevi- 
tably extend to all serious criminal cases. 
Can someone who may be sentenced to life 
imprisonment or a term of 15 or 20 years 
be denied protections that are now recog- 
nized as essential to the fair and accurate 
handling of a death case? Although “death 
is different” and in every country that re- 
tains the death penalty capital cases re- 
quire special judicial care, most of the 
reforms that are under way in P.R.C. capi- 
tal cases will soon be required in order to 
legitimate any serious punishment. 

Thus, although we should not underes- 
timate the possibility that both legislative 
intent and spc activism may be frustrated 
in practice, there is some ground for hoping 
that, after the Party Congress, Beijing will 
gradually make further progress with re- 
spect to the administration of justice. (©! 
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China’s Journos 
Dodge the Censors 


by Ilaria Maria Sala 





HINESE NEWSSTANDS GET 
more impressive by the 
day: So much is on offer 
that most of them have 
opted to add a few extra 
magazine holders on the pavement. Here, 
a holder brimming with publications on 
collecting and the arts, interior decora- 
tion, and architecture. Opposite, another 
one with magazines on golf and various 
sports, cars, aviation, video games and so 
on. Conspicuous consumption publica- 
tions abound, taking pride of place among 
the plethora of fashion magazines that be- 
comes ever larger: all the famous interna- 
tional names are there, from Vogue to 
Cosmopolitan, busy “educating the taste” 
(as they claim) of contemporary Chinese 
urban women. 

Sometimes, incongruity is part of the 
deal, like when Vogue hailed the “Country 
Girl” fashion style in English and Chinese 
on its cover. Inside, no peasant woman 
from Shaanxi province wrapped in padded 
cotton layers, but instead a southern belle 
in Texan hat and boots, pouting seductive- 
ly from a pile of hay. Not so long ago the 
same type of urban youth that now reads 





these publications were “sent down” to ru- 
ral areas to be re-educated by the peasants 
(no sexily made up country girl in Texan 
hat then), and today the newsstands, which 
are still owned by the Ministry of Post and 
Telecommunications and sport its logo, do 
tell the story of the vast changes that have 
turned the industry—as much else in Chi- 
na—on its head. 

It used to be that newspapers were only 
available by subscription, or, in some cases, 
at the post office itself. But today only large, 
mainstream newspapers are sold by sub- 
scription, while the more popular commer- 
cial newsmagazines and papers can be 
found everywhere—in the capital, these in- 
clude the Xin Jing Bao, or Beijing News, 
published by the Nanfang Group and the 
Guangming Daily Group (both groups are 
operated by the party), together with the 
increasingly popular Evening Legal Daily, 
and the reputed Nanfang Zhoumo, or 
Southern Weekend a high-brow, high-qual- 
ity weekly. The business weekly Caijing 
usually sits among other news glossies and 
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New York Times staffer and Chinese national, Zhao Yan, on his re- 
lease from prison last month after serving 3 years for ‘fraud.’ 


a few very serious literary magazines. 
While this goes to show how hungry for 
written information people in China are, 
and how readily the market is trying to sat- 
isfy their demands, it is unavoidable to 
wonder: can such printed abundance really 
be monitored, censored, and controlled? 
“There is not a single private publication 
in China, this remains strictly forbidden,” 
says Li San, a journalist working for Sanlian 
Shenghuo, the highest-selling weekly glossy 
(although circulation figures are not di- 
vulged). It’s a magazine that carries stories 
on lifestyle, society, celebrities and eco- 
nomics. Mr. Lihimself, a very well-groomed 
man in his forties, a bit vain and determined 
not to look at all political, writes mostly 
about “wine, cars, luxury products: stuff 
that, for China, is a novelty. So, by testing 
these new products we are doing our read- 
ers a service”, he says. Even though it is a 
decidedly light magazine, Sanlian cannot 
be independent-—it is published by the San- 
lian Book Publication Group, which oper- 
ates under the China Editions Group, a 
large publishing company that is linked to 
the Ministry of Propaganda. And none of 
this guarantees Sanlian immunity from 
trouble: in April the magazine was penal- 
ized and its editor reprimanded for having 
covered “politically sensitive anniversa- 
ries.” Nothing particularly unheard of, as 
what the magazine carried were photos 


REUTERS 


www.feer.com 


that can be freely seen in China: a picture 
of Jiang Qing, or Madame Mao, standing 
trial at the end of the Cultural Revolution; 
and one of Mao himself, on the 30th anni- 
versary of his death. 

The magazine was penalized with the 
loss of “six points,” following the latest 
fashion for controlling publications—the 
point system is similar to the system some 
countries use to penalize reckless drivers. 
A deficit of 12 points and the publication is 
forced to fold. 

“Most magazines, and a few local news- 
papers, are called ‘commercial’: they do 
not receive money from the state, but are 
nevertheless affiliated with some minis- 
tries, or local governments, in order to be 
allowed publication. Big mainstream pa- 
pers, like the People’s Daily, or Liberation 
Daily, are directly run by various state or- 
gans. Officially, since 2003, they do not re- 
ceive money from the state either, but...well, 
that seems unlikely”, says Zhang Jing, 
vice-editor of Caijing, the business weekly 
which, together with the Nanfang Group’s 
other publications, carries the greatest 
number of critical, informative articles in 
spite of the censorship and controls. These 
have become even stricter in the run-up to 
the 17th Party Congress (opening mid-Oc- 
tober) and next year’s Olympic Games. 

Mr. Zhang is a very slim man in his 
mid-40s, sporting a sideways hair style 
that was very fashionable in the 1980s. He 
has studied journalism at People’s Univer- 
sity, in Beijing, and talks about his profes- 
sion with passion and idealism. “Our first 
duty is towards our readers. We must be 
reliable and tell the truth. Today, we have 
more leeway: of course there are issues 
that simply cannot be touched, and there 
are setbacks, but nobody could accuse Cai- 
jing of printing propaganda!” he says, sit- 
ting in his small office just across from the 
newsroom. The latter is a vast space that 
covers a whole floor on a new, shiny office 
tower in downtown Beijing. But even here 
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‘We all know that there is a line beyond which we 


cannot go, but nobody ever spells it out for you.’ 





the interior is a little gray and drab. Re- 
porters are typing away on their key- 
boards, exchanging comments, chatting, 
pouring over an article or a Web page: the 
usual concentrated, inquisitive back- 
ground noise of newsrooms. Yet, most Chi- 
nese journalists on a first meeting with a 
newcomer display a distinct caution, often 
symbolized by that brief look behind one’s 
shoulder. It is an acknowledged fact that 
not all of one’s colleagues are simply re- 
porters; some are surely informers, yet no- 
body knows for sure who is an informer. 
One of the latest issues of Mr. Zhang’s 
magazine carried a detailed report on wa- 
ter pollution in China, one of several envi- 
ronmental problems that have reached the 
level of national crisis, and are frequently 
discussed in the press. But in an article 
concerning the alarming levels of pollu- 
tion on lake Tai, China’s third-largest lake 
on the border between Zhejiang and Ji- 
angsu provinces, Wu Lihong, an environ- 
mentalist who spent more than 15 years 
attempting to clean up the lake, is conspic- 
uously absent. Previously nominated as 
one of China’s most effective environmen- 
talist, Mr. Wu was sentenced in August to 
three years imprisonment for “racketeer- 
ing”—or, as most observers believe, for 
running afoul of local officials who benefit 
from the polluting industries along the 
lake. Caijing did report Mr. Wu’s arrest, 
but has not mentioned the activist since. 
“Well, obviously, there are things we 
cannot report, it would be useless to pre- 
tend the contrary”, says Mr. Zhang: “Chi- 
nese reporters, today, are under three 
kinds of pressure: censorship, the market, 
and the risk of being beaten up by thugs 
who may be hired by local officials or pri- 
vate businessmen to prevent reporters 
from digging up stories,” he says. “Until 


now, no reporter from my magazine has 
been beaten up, but it might happen, as it 
has happened to others, and there is sim- 
ply nothing we can do to protect the jour- 
nalists that we are sending out. Nothing,” 
he says. 

Cases of reporters beaten up while try- 
ing to cover stories are numerous. Among 
recent cases, the most notorious happened 
to journalists who tried to report on the 
Fenghuang bridge collapse (Hunan prov- 
ince), which killed scores of people last 
August. Five reporters, including Wang 
Weijiang, from the Communist Party’s 
People’s Daily, were kicked and punched 
by a group of people that have been de- 
scribed as thugs. Nobody is safe from these 
hired hoodlums according to a recent re- 
port by Human Rights Watch, “You Will 
Be Harassed and Detained”, which details 
the many impediments to media freedom 
encountered in China (in spite of the as- 
surances of greater openness that the Chi- 
nese government had given to boost its 
candidacy as host of the Olympic Games). 
Non-uniformed men openly follow jour- 
nalists, Chinese or foreign, and intimidate 
them, all the while refusing to produce 
identification or declare their affiliation. 
Often, they seem to be plain-clothes offi- 
cers; this, despite new rules that guarantee 
temporary free access to people and places 
(except Tibet) for the foreign media. 

Unfortunately the new regulations do 
not apply to Chinese journalists: many re- 
strictions still limit them and their work. 
“For me, there is no choice: I can only be a 
journalist,” says Liu Chang, one of the most 
important young investigative reporters, 
with the China Youth Daily. A very quiet 
man, he points out of the windows of the 
meeting room at his newspaper, and says: 
“You see, our society...and the city itself, 
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change so quickly. We must strive to leave 
a written diary of what is happening. I do 
not mean our personal diary, but that of 
those who have no voice. The workers who 
have built Beijing’s skyscrapers, but have 
remained poor and without protection. 
The peasants whose land has been expro- 
priated to build these same skyscrapers 
without adequate compensation. And the 
miners, the workers who get injured or die 
in work accidents. It is to give them a voice 
that I write,” he says. 

“We all know that there is a line beyond 
which we cannot go, but nobody ever spells 
it out for you. It would be easier if we knew.... 
Instead, it is up to us to keep on pushing, 
gently though, otherwise we get stopped. 
We must use our intelligence, and write as 
much as possible, without getting censored 
or beaten,” says Y. M. (not her real initials), 
a reporter for a national daily. “The risks 
are there, but I believe ours is an important 
job that allows us to truly contribute to our 
society,” she says. The “risks” range from a 
tighter control by the authorities over the 
newsroom, to the outright termination of a 
story (a measure that is especially effective 
because Chinese journalists are paid ac- 
cording to the number of characters they 
print, on top of a meager monthly stipend 
for those employed by a publication). Risks 
also include political intimidation, forced 
resignation or, in the severest cases, deten- 
tion—not forgetting the thugs. 

Not everything is a guessing game 
though: the Propaganda Department and 
other ministries send regular letters “ad- 
vising” against the use of certain words 
(“constitutionalism’ has been on the black 
list for a while!” says Y. M., amused) or top- 
ics—to reveal what these words and topics 
are is illegal, as this is a state secret. 

Defy the ban, and you will be punished, 
as happened to the Nanfang Group after the 
Severe Acute Respiratory Syndrome epi- 


demic, or last year to the Beijing News after 
reporting on street protests in a northern 
city. “It is a game of wits,” says Li Datong, 
the former editor in chief of Bingdian 
(Freezing Point), a weekly supplement of 
the China Youth Daily. He was dismissed 
from his post last January, after printing 
one too many challenging articles. His fame 
and popularity did not protect him, and to- 
day Mr. Li, 54, spends his time writing on 
his own and chain-smoking. 

“What happened to me is not impor- 
tant: every now and then, one of us gets 
hit. But the freedoms that we have con- 
quered cannot be taken back. Readers are 
now accustomed to a freer environment, 
and they will never settle for less. Of 
course, we are still far from abolishing 
censorship, and you know how it goes, it is 
not just a matter of what, but also when, 
we can write,” he says. A genial man, he 
talks with sudden bursts of laughter, mov- 
ing his arms and hands around vigorously. 
“Our calendar is peppered with ‘sensitive’ 
moments: because of the Party Congress, 
the summer has been very tense, and then, 
there will be the Olympics. But even in a 
normal year, it is full of obstacles! In 
March, there is the National People’s Con- 
gress plenary session, nothing goes. June? 
Tiananmen anniversary, hopeless. April 
and May too: full of politically delicate an- 
niversaries, forget it! October? Be on your 
guard, National Day is there,” he laughs. 

“You do not know what the Party will 
accept, so the responsibility is on the re- 
porter, the editor, the vice-editor-in-chief, 
and the editor-in-chief. But everyone in 
the chain is becoming bolder. Every now 
and then, there’s a chill. But,” he adds, us- 
ing one of his favorite metaphors: “think 
of a rubber balloon: the press swells up, 
clamoring for space. The balloon has to ex- 
pand, and becomes thinner. What happens 
then?” he asks. = 
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Asia Drags Down 
The Free Trade Cause 


by Greg Rushford 





NSIDE THE headquarters of 
the World Trade Organi- 
zation along the Rue de 
Lausanne in Geneva, offi- 
cials can peer across Lake 
Geneva to white-capped Swiss mountains. 
Of course, the famous Swiss cow bells 
can’t be heard. But these days, everyone in 
the building—including an increasingly 
concerned Pascal Lamy, the wro’s direc- 
tor-general—hears the clanging sounds of 
the economic and political inequities that 
come with the territory of so-called Free 
Trade Agreements. 

Seven years ago, there were 130 FTAs 
scattered around the world, an alarming 
development to a handful of economists 
who (accurately) forecast a serious threat 
to the stability of the world’s trading sys- 
tem. The academics understood that be- 
cause FTAs confer competitive advantages 
upon those who are a party to them, while 
discriminating against all outsiders, they 
are the opposite of free trade. Columbia 
University economic theorist Jagdish Bhag- 
wati had coined the metaphor of a “spa- 
ghetti bowl” in the mid-1990s, describing 
the crisscrossing strands of trade-distort- 





ing FTAs. While the phrase caught on, few 
business leaders or politicians listened. 
Now, some 300 more FTAs have been struck 
since 2000—including every Asian country 
except Mongolia—and more than half of all 
world trade flows through preferential 
routes, From Japan’s Keidanren to the Busi- 
ness Roundtable in Washington, D.C., busi- 
ness lobbyists are looking to strike even 
more deals to benefit themselves at the ex- 
pense of their competitors—complaining 
only about the schemes they aren’t in on. 

However, some serious questions are 
beginning to be raised in some of the more 
enlightened business circles. Michael Tre- 
schow, the chairman of Sweden’s telecom- 
munications giant, Ericsson, has recently 
issued a strong public warning that FTas 
are interfering with global trading flows, 
and that should worry global businesses. 
Mr. Treschow was encouraged to speak 
out by the wTo’s Mr. Lamy, who uses soft- 
er words to send signals that are the dip- 
lomatic equivalent of, “uh oh.” 
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The Ev’s Peter Mandelson shakes hands with South Korea’s trade 
minister earlier this year after a decision to enter free trade talks. 


Last month, Mr. Lamy summoned Mr. 
Treschow and other leading pooh bahs to 
a two-day conference in Geneva—point- 
edly making sure that Prof. Bhagwati, who 
gave a passionate keynote address calling 
the proliferating preferential trade deals 
“a pox on the world’s trading system” 
played a leading role. The short answer 
that Mr. Lamy received to his query as to 
what can be done to tie the preferential 
noodles back into the multilateral trading 
system: not much, given the lack of politi- 
cal will currently on display. 

Preferential trade is here “to stay,” Mr. 
Lamy observed in his closing remarks on 
Sept. 12, “whether we like it or not.” 

Asians sure like what they call the “noo- 
dle bowl” of proliferating FTAs, and have 
been busy adding more strands that are al- 
tering important patterns of Pacific trade. 
At the turn of this century, Japan, the 
world’s second-largest economy, had long 
abhorred discriminatory trade deals. When 
Japan became an original signatory of the 
WTO’s predecessor organization, the Gen- 
eral Agreement on Tariffs and Trade in 
1947, memories of the disastrous Greater 
East Asia Co-Prosperity Sphere were still 
fresh. But in 2000, Tokyo fell off the wagon 
by striking an FTA with Singapore (respond- 
ing to the FTA that the United States had 
struck in the 1990s with Mexico and Cana- 
da). The North American Free Trade Agree- 
ment was aimed at putting Japanese 


multinationals at a competitive disadvan- 
tage in North American markets. 

After Singapore, Japan struck prefer- 
ential deals with Mexico, Malaysia, and 
the Philippines. Four more deals—with 
Chile, Brunei, Thailand and Indonesia— 
were added this year. Not content to stop 
at eight, Tokyo is now looking to make In- 
dia its ninth preferential trading partner— 
and as many more as possible in the future. 
There is more than economics going on 
here. There is increasing talk from Tokyo 
about protecting vital sea lanes, and Ja- 
pan, along with the U.S., Australia and Sin- 
gapore, conducted naval exercises in the 
Bay of Bengal last month (China was ex- 
cluded). Officials in Tokyo have hardly 
concealed their interest in securing access 
to oil and natural gas from their smaller 
partners, who are poised to become export 
platforms for Japanese multinationals. 

Meanwhile, China, with its own inter- 
ests in protecting sea lanes, has its own deal 
with the 10 members of the Association of 
Southeast Asian Nations. Beyond Asean, 
Beijing has its eye on any country in the 
world that can be pressed to make conces- 
sions to help satisfy the Middle Kingdom’s 
thirst for raw materials. There is even seri- 
ous talk about concluding a giant Free 
Trade Area of the Asia Pacific, which would 
involve all 21 member countries of the Asia 
Pacific Economic Forum. Its advocates 
praise an FTAAP as having the potential to 
encompass perhaps 60% of Chinese trade, 
and roughly the same for the U.S. Critics of 
preferential trade know their history—par- 
ticularly that of the trade blocs of the 
1930s—and would nip the trend in the bud 
if they could. But influential advocates for 
preferential trade are pressing ahead, argu- 
ing that history is on their side. 

If Mr. Bhagwati is the leading critic of 
preferential trade agreements, Fred Berg- 
sten is their number one intellectual advo- 
cate. And like the professor, Mr. Bergsten 
also brings respectable economic creden- 
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tials to the debate. Now the president of 
the Peterson Institute, a Washington think 
tank, Mr. Bergsten’s experience in inter- 
national trade dates to 1969-71, when he 
helped drive U.S. trade policies as a high- 
powered 20-something aide to Henry 
Kissinger in the White House. In recent 
years, the Peterson Institute has published 
a number of studies supporting govern- 
ments which have lobbied for rras with 
the U.S., including New Zealand, South 
Korea, Taiwan, India, Pakistan and Swit- 
zerland. “We should be thankful for the 
PTAS,” Mr. Bergsten says, smartly calling 
FTAS by the acronym for the term most of- 
ten used in respectable academic circles, 
Preferential Trade Agreements. With the 
wro’s ongoing multilateral Doha Round of 
trade liberalization negotiations still 
stalled six years into the talks, the prefer- 
ential deals helpfully “keep the bicycle 
moving forward,” in Mr. Bergsten’s view. 
While he does not dispute the fact that 
preferential trade is by definition, discrim- 
inatory, Mr. Bergsten takes the long view. 
Any trade liberalization between individu- 
al groupings of wro members creates in- 
centives for laggard countries to join in. 
President George W. Bush’s first top trade 
negotiator, Robert Zoellick, called the pro- 
cess “competitive liberalization.” Mr. Berg- 
sten reasons that the U.S.-Korea accord has 
created an incentive for the European 
Union to strike its own deal with Seoul. A 
U.S.-Japan deal could follow, and a deal be- 
ing negotiated between the Eu and India is 
sparking interest in Washington about 
carving out its own special arrangements 
with New Delhi. Sooner or later, Mr. Berg- 
sten believes, the proliferating FTA bow] of 
noodles will be brought into harmony with 
the multilateral system. Speaking to an 
APEC forum in Vietnam last November, Mr. 
Bergsten touted the grandiose-sounding 
Free Trade Area of the Asia Pacific as “the 
best, or perhaps only, way to catalyze a sub- 
stantially successful Doha Round.” 
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Scott Miller, director of global trade 
policy for Procter & Gamble, says that 
while he recognizes the problems associ- 
ated with the spaghetti bow], “as a practi- 
cal matter, you can take the strands and 
separate them individually.” Given the 
slowness of the wro’s multilateral nego- 
tiations, Mr. Miller says, “give me prefer- 
ential trade in the meantime.” 

In Geneva last month, Mr. Lamy, a for- 
mer chief £U trade negotiator himself, of- 
fered a more practical explanation rooted 
in politics. “The reality is that bilateral 
free trade agreements, in my view, have a 
political comparative advantage,” Mr. 
Lamy explained to his audience in Geneva. 
“If you are a politician and you want to in- 
crease your brownie points domestically... 
bilateral agreements are good.” They have 
a “sort of entertainment value,” the wro 
head added. “I know by experience that if 
you appear on television with a friend of 
yours with whom you’re signing a bilater- 
al agreement, it looks good. If you appear 
on television in a family photo with 151 
members, it looks terrible.” 


Creating Rival Trading Blocs 


THE PROLIFERATING SPAGHETTI bowl 
certainly doesn’t look appetizing to the 
critics, who also cite their own realities to 
justify the criticisms. “We aren’t talking 
about making lasagna,” Mr. Bhagwati 
quips. “There is nothing tasty in this.” 

At the recent wro event in Geneva, 
some eyebrows were raised by some can- 
did acknowledgments of the darker side of 
preferential trade made in a paper written 
by Gary Hufbauer and Jeffrey Schott, two 
luminaries of Mr. Bergsten’s Peterson In- 
stitute. The duo basically argued that 
while preferential trade can distort trade 
flows, overall, global trade is expanding. 
But the paper also said this: “The U.S.-Ko- 
rea FTA will likely cause significant trade 
diversion away from Taiwanese exports to 
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both Korean and U.S. exports. Future 
agreements that Japan might reach with 
Korea and the United States will do the 
same,” Taiwan, a wTO member that would 
love to have its own economic side deals 
with the Americans, Japanese and other 
major economies has no chance of doing 
so because of Chinese opposition. 

Consider India, which wants to join 
APEC and the so-called Pacific-wide FTAAP. 
“From a geopolitical standpoint, China 
would find it hard to put out the welcome 
mat; from an economic standpoint, the U.S. 
is not enthusiastic about a new APEC mem- 
ber that maintains some of the highest 
trade barriers in the world,” the Hufbauer- 
Schott paper noted. “Unless India dramat- 
ically changes its commercial policy, and 
reaches a geopolitical accommodation with 
China, India will not be invited to join APEC 
or the FTAAP,” the authors add. 

Messrs. Hufbauer and Schott also de- 
scribed a trend that is very worrisome to 
their critics: “If the last decade was an era 
of proliferation of FTAs within the Asia-Pa- 
cific region, the next decade could become 
an era of triangular consolidation of 
spheres of influence with competition be- 
tween the three major powers, the United 
States, China and Japan.” 

Moreover, the Fras themselves sure 
don’t look like free trade among equals. 
Tokyo’s FTAs don’t liberalize trade for rice, 
which is famously protected in Japan with 
400% to 500% tariffs. The U.S. also refus- 
es to allow any reforms to its Draconian 
anti-dumping regime in FTAs, perhaps too 
conveniently arguing that, like Japanese 
rice, such business is best left to the WTO’s 
multilateral talks. Meanwhile, the Japa- 
nese are giving Thailand a better deal on 
exporting pineapples than Filipinos or In- 
donesians get. To buy off the little guys, 
the Indonesians and Filipinos are allowed 
to continue protecting some of their own 
uncompetitive manufacturers and farm 
products—simply terrible economic advice 


because it encourages continued econom- 
ic dependencies. And of course, India’s 
preferential arrangements with neighbors 
including Thailand and Singapore contain 
sundry protectionist measures for the sub- 
continent’s hundreds of millions of subsis- 
tence farmers. It is difficult to see the 
incentives that all this protectionism gives 
to the wTo’s multilateral process. And to 
be sure, the list of disincentives to liberal- 
ization in more than 430 FTAs is very, very 
lengthy. 

Just a peek into the paperwork helps ex- 
plain how complex the business of distort- 
ing trade is. The Japan-Thai deal inked in 
April, 2007 ran to 119 pages, with another 
855 pages in 7 annexes. Annex 2, for prod- 
uct-specific rules, ran to 129 pages. The Ja- 
pan-Indonesia trade accord contained 12 
annexes with another 835 pages of clarifi- 
cations and exclusions. It’s much the same 
for America’s FTAs, and indeed, all across 
the spaghetti bowl. Nobody really knows 
how to quantify the hundreds upon hun- 
dreds of different rules of origin that are 
part and parcel of each of the 400-plus cur- 
rent FTAs. If this isn’t massive trade distor- 
tion, what could be? 

Here is where the “real damage is being 
done to the global trading system,” as econ- 
omist Joseph Francois, of Johannes Kepler 
University Linz, in Austria—a former se- 
nior WTO economist—concluded last month 
after participating in Mr. Lamy’s Geneva 
conference. Rules of origin define the coun- 
try where a product was made, or finally 
assembled. In the wro’s multilateral sys- 
tem where tariffs are equal for everyone, it 
doesn’t matter where products come from. 
But in the world of preferential trade where 
tariffs are reduced only for those party to 
them, the rules of origin matter very much. 
This is “dangerous” business for both insid- 
ers and those left on the outside, Mr. Fran- 
cois believes, 

Even FTA supporters like the Peterson 
Institute’s Mr. Bergsten agree that the 
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rules of origin for the web of Fras can be 
“nasty.” And Swedish executive Mr. Tre- 
schow has made it very plain that he sees 
avery different world of Fras than the pol- 
iticians who strike the deals see. In the 
WTO meetings last month in Geneva, the 
Ericsson chairman presented slide charts 
showing how preferential trade compli- 
cates trading patterns for multinationals 
that source globally. One slide showed that 
the components that go into a Volvo come 
from all over the world: Japan, Brazil, the 
U.S., England, Slovakia, Canada and so on. 
Mr. Treschow noted that Ericsson’s mo- 
bile phones have “900 components from 
60 suppliers in 40 countries designed, 
shipped and assembled for end customers 
in 90 countries.” While politicians are ne- 
gotiating special rules with countries, so- 
phisticated corporations are using global 
supply chains, he pointed out. To comply 
with all these rules, the corporate bigwigs 
have to find good (expensive) lawyers. 


Hire the Lawyers 


VETERAN WASHINGTON TRADE lawyer 
Lewis Leibowitz (who did not attend Mr. 
Lamy’s Geneva conference) explains how 
difficult various FTA rules can be. This is 
where the economic rubber hits the road, 
literally. In 1989, the U.S.-Canada FTA had 
rules specifying that auto parts assembled 
in Canada, with partly Japanese compo- 
nents, got tariff reductions as a Canadian 
products. But in 1993, when that deal 
morphed into NAFTA, the Japanese portion 
of parts assembled in Canada were not al- 
lowed to be counted. Since NAFTA, the U.S. 
has negotiated different rules for the auto 
trade with Singapore, Chile, Australia and 
South Korea. The U.S. was willing to cut 
tariffs on trucks made in Australia (as 
General Motors owns that business any- 
way), but hasn’t been so eager to do the 
same with Thailand (where tough Japa- 
nese rivals like Toyota would also pick up 
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export opportunities). Meanwhile, all au- 
tomakers have to employ people whose 
jobs are to figure out how to trace the ori- 
gins of the various components around the 
world. “Almost nobody is really paying at- 
tention to how these things fit together as 
a whole,” Mr. Leibowitz declares. 

He cites a recent experience involving 
a client. As the Japanese and Europeans 
were upset that their multinationals were 
put at a tariff disadvantage when the 
Americans struck NAFTA in the mid-1990s, 
they started thinking of how to get even. 
The result came when the Ev struck its 
own FTA with Mexico in 2000, turning the 
tables on the Yankees by making rules that 
gave the Europeans special preferences. 
The Japanese, no slouches at this game, 
then negotiated their own rules with the 
Japan-Mexico FTA in 2004. Mr. Leibowitz 
reports his client was finally forced to shift 
production from the U.S. to Europe to get 
around the strict NAFTA rule of origin. “My 
client is not happy” with this process, the 
lawyer adds. 

Mr. Treschow cut the issue down to the 
core in Geneva last month when he asked: 
“When all this is happening, how can you 
claim that regionalism for business is a 
good idea?” While the major players can 
afford to pay for the unnecessary head- 
aches, many smaller exporters who source 
globally can’t. 

For 60 years—and for very valid histor- 
ical and economic reasons that were played 
out in two world wars in the 20th centu- 
ry—the core principle of the multilateral 
international trading system that the WTO 
administers has been very simple: all 
members pledge to treat all of their trading 
partners equally, discriminating against 
none. Surely, it is a cause for great concern 
that politicians who should know better, 
especially those in Tokyo, Washington 
and Brussels, are increasingly in the busi- 
ness of dismantling the wTo, one trade- 
distorting FTA at a time. = 
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The True Legacies 
Of Roh and Chen 


by David Kang and Huang Min-hua 





S ROH MOO Hyun and Chen 
Shui-bian near the end of 
their presidencies, the two 
leaders have come under 
withering criticism on a 
range of issues, from their domestic eco- 
nomic programs to their foreign policies. 
Both have seen their approval ratings dip 
precipitously—support for Mr. Roh bot- 
tomed out at 7% in 2006, while Mr. Chen’s 
lowest support was 10 % in the same year. 
Not only have both men been subject to 
conservative, establishment party at- 
tempts to impeach them, but the citizens 
of Korea and Taiwan are anxious for new 
leadership. Ironically the downfall of 
Messrs. Roh and Chen sharply contrasts 
with their original images as dedicated 
fighters of corruption. 

Criticism of Messrs. Roh and Chen has 
focused almost exclusively on their per- 
sonalities as the cause of their actions. 
Critics have railed against Mr. Roh’s pur- 
suit of “personal vendettas,” “incoherent 
and random” speeches, his “confused per- 
sonality,” and condemned Mr. Chen’s 
whimsical and overassertive decision 


making. While both are very good at ma- 





nipulating public opinion, the utility of 
their Machiavellian political exercises has 
declined. Their numerous unexpected pol- 
icy shifts have become unbearable to do- 
mestic and international audiences, and 
Messrs. Roh and Chen have pushed them- 
selves to the brink of losing their most 
valuable assets: support from the grass- 
roots and international communities. 
While some of this criticism is well-de- 
served, focusing too closely on the unique 
personalities and governing styles of both 
Messrs. Roh and Chen overlooks the big 
picture. Personality is important, of course, 
but more important to explaining Messrs. 
Roh and Chen’s behavior is the nature of 
the political situation in which they are at- 
tempting to govern. Messrs. Roh and Chen 
were both the first presidents to genuinely 
come from outside the establishment. Be- 
ing first has presented a predictable set of 
pressures and constraints that they have 
had to confront. These challenges are all 
the more powerful because Korea and Tai- 
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wan are countries caught in “continuist” 
democratic transitions, in which the previ- 
ous authoritarian regime crafted the na- 
ture of its own exit from the political stage 
and retained substantial power after de- 
mocratization. 

In Korea and Taiwan, democratization 
occurred under conditions of economic 
success and relative political stability, giv- 
ing the outgoing authoritarian rulers the 
capacity to craft both the manner of their 
exit from the political stage, and also the 
political institutions that would follow de- 
mocratization. These outgoing regimes 
were thus able to ensure their continued 
political existence in the postdemocratiza- 
tion era, and many of the players and struc- 
tures have remained in place. 

In the past half century, Taiwan and 
Korea have had two of the world’s most 
successful national economies, averaging 
growth rates of over 9% a year for more 
than three decades. Although in both Ko- 
rea and Taiwan there were popular de- 
mands for greater political liberalization, 
there was also widespread support for the 
overall political-economic model of the 
authoritarian regime. Constitutional re- 
form was dominated by the authoritarian 
rulers, and both nations managed a rela- 
tively smooth democratic transition. De- 
mocracy emerged with sustained 
restrictions on some political groups, such 
as labor unions, as well as the continued 
presence of strong conservative parties, 
holdovers from the authoritarian regime. 
Thus, it is not surprising that in both Ko- 
rea and Taiwan, the outgoing authoritar- 
ian government’s hand-picked candidates 
won the first presidential election: Roh 
Tae Woo and Lee Teng-hui, respectively. 

Even when long-time opposition lead- 
ers won election in Korea in 1992 and 1997, 
they still emerged as part of the predemoc- 
racy political establishment. In Korea, the 
“three Kims” (Kim Dae Jung, Kim Young 
Sam, and Kim Jong-pil) who dominated 


politics for three decades all began their 
careers in the 1960s, the beginning of Ko- 
rea’s civilian government system. Al- 
though Kim Dae Jung and Kim Young Sam 
were opposition leaders, they were also 
both members of the same social estab- 
lishment as many of the authoritarian rul- 
ers. The three Kims ruled through close 
connections between themselves and busi- 
ness and political elites; they were region- 
al “favorite son” candidates who relied on 
deeply entrenched regional voting support 
that split the country; and the numerous 
political parties they created and aban- 
doned were more personal vote machines 
than instruments of voter opinion. The 
2002 South Korean election was the first 
presidential race that featured two strong 
candidates who had clear positions on 
many policy issues, instead of a referen- 
dum based on the personal power of the 
candidates. 

In Taiwan, the mainland Kuomintang 
controlled politics for decades until Mr. 
Chen’s unexpected victory in 2000. For 
more than 50 years of KMT rule, the party’s 
three major leaders, Chiang Kai-shek, Chi- 
ang Ching-kuo and Lee Teng-Hui, relied 
heavily on a huge Leninist party machine 
to run the government, and never clearly 
separated the party and state system. The 
party’s power was so closely tied to its con- 
trol of an extensive political and business 
network that many political scientists have 
characterized KMT rule as a “timocracy.” 
Mr. Chen’s victory in the 2000 presidential 
election was only due to the internal power 
struggle between President Lee and anoth- 
er presidential candidate, James Soong, a 
former provincial governor whose political 
power was nullified by Mr. Lee’s policy of 
downsizing the administrative power of 
Taiwan Province. 

Messrs. Roh and Chen came from out- 
side the political and business establish- 
ment. Mr. Roh, who never completed 
college, came from a poor farming family 
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South Korean President Roh Moo Hyun (waving) with North Korean 
leader Kim Jong-il in Pyongyang earlier this month. 


outside of Busan and Mr. Chen came from 
a tenant farming family in Tainan county. 
Both became lawyers who spent their ear- 
ly careers defending pro-democracy advo- 
cates and labor organizers from government 
persecution during the authoritarian eras. 
Both were political outsiders who slowly 
built support within the opposition ranks 
and won the presidency of their respective 
countries during times of crisis. Thus, both 
these newcomers believed they were 
uniquely deemed with a mission of trans- 
formation. 

Since being elected, Messrs. Roh and 
Chen have put political and bureaucratic 
reform high on their national agendas. 
Outsiders also aim to settle scores and past 
grievances with the previous authoritari- 
an regime, and both Messrs. Roh and Chen 
have pursued this path. Mr. Roh created a 
Truth and Reconciliation Commission, 
which aims to redress past wrongs by in- 
vestigating crimes committed during the 
Japanese colonial era. Mr. Chen has re- 
peatedly asserted his desire to determine 
how much money the kT stole from the 
government and his intention to repossess 
any property or assets that were illegally 
obtained. 

The past economic successes of author- 
itarian governments in Korea and Taiwan 
have also shaped the current agenda of the 
democratic leadership. New democratic 
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leaders have to contend with powerful po- 
litical and business elites who enjoy con- 
siderable legitimacy among the populace. 
In these two continuist democracies, not 
only is there less support for radical 
change, but these first outsider govern- 
ments tend to have little administrative or 
functional expertise. Both Messrs. Roh 
and Chen have been sharply criticized for 
their mismanagement of the economy, and 
their domestic reform programs have 
stalled. 

Indeed, the two leaders have engaged 
in what might generously be described as 
erratic policy making. Mr. Roh, for exam- 
ple, staffed his administration almost ex- 
clusively with outsiders largely drawn 
from the “386 generation” comprised of 
democracy activists vocal during the 
1980s. Although none of these bureaucrats 
had previous administrative experience, 
10 of them had been imprisoned for their 
political activities. Other ministers and 
political appointees also tended to be out- 
siders, such as progressive lawyers who 
had defended political activists, NGo lead- 
ers and scholars from regional, rather than 
elite, universities. 

Thus, Messrs. Roh and Chen not only 
began their administrations at an organi- 
zational and experiential disadvantage, 
but their standing and credibility also 
worsened over time due to corruption 
scandals. The continuist coalitions enjoy 
money, expertise and experience from its 
decades of ruling as an authoritarian 
power and neither president was able to 
implement coherent economic policies. 

Both Messrs. Roh and Chen have ad- 
opted foreign-policy agendas that alarmed 
many in their own country as well as many 
in the U.S. their closest ally. Frustrated in 
their domestic programs, they have re- 
sorted to nationalist appeals to retain their 
popularity. This fits with the well-known 
phenomenon of surging national pride and 
mass politics in newly democratized coun- 
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tries, which often affects relations with 
neighbors. 

In South Korea, this has led in part to 
skepticism about the U.S.-R.O.K. relation- 
ship, as well as a desire for conciliation 
with North Korea. Mr. Roh’s call for South 
Korea to become a “balancer” in East Asia 
was an example of his attempt to forge a 
foreign policy independent of the United 
States. Regarding South-North relations, 
Mr. Roh has continued an engagement 
strategy that attempts to change North 
Korea and reduce tension on the peninsu- 
la through economic interdependence, as 
opposed to military containment policies. 
In this he has been largely supported by 
the South Korean populace. 

In Taiwan, Mr. Chen has pursued an 
opposite track of resisting any moves to- 
ward reconciliation with mainland China. 
He has repeatedly tried the patience of 
both China and the U.S. regarding Tai- 
wanese independence. Making claims for 
Taiwan’s independence is a strategy in- 
tended to boost his popularity, even though 
the hard-core supporters of independence 
comprise only 20% to 25% of the popula- 
tion. On numerous occasions, Mr. Chen 
has survived low approval ratings by mak- 
ing outrageous statements and creating a 
political atmosphere of crisis, attempting 
to induce the population to rally behind 
him and confront China. 

So destabilizing was Mr. Chen’s foreign 
policy that Washington was forced to pub- 
licly rebuke Mr. Chen and make clear that 
if he did not rein in his rhetoric the U.S. 
would not necessarily come to his aid. 
Richard Armitage, the former deputy sec- 
retary of state, traveled to Taiwan in win- 
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At last, policy is beginning to take precedence over 
personality among South Koreans and Taiwanese. 





ter 2006 and pointed out that the Taiwan 
Relations Act “does not commit us to de- 
fend Taiwan...[the word ‘resist’] doesn’t 
necessarily mean militarily.” 


LTHOUGH VOTERS AND observers 
in both Taiwan and Korea have 
harshly criticized the Chen and 
Roh administrations, we are more optimis- 
tic about future of the two countries’ po- 
litical systems. Judging from past examples, 
it was inevitable that the first “outsider” 
presidents were going to face difficulties 
learning how to govern, pursuing further 
democratic reforms, and cooperating with 
bureaucrats from the preceding, more con- 
servative government. 

This is not to overlook or ignore the 
role that both presidents’ personalities 
have played. Messrs. Chen and Roh have 
made numerous mistakes, their policies 
were often erratic and confusing, and ul- 
timately individual personalities are cen- 
tral to explaining Korean and Taiwanese 
politics. 

However, the similarities between 
Messrs. Roh and Chen suggest that outsid- 
er-led governments within a continuist es- 
tablishment face predictable challenges. 
This means that the futures of both coun- 
tries are brighter than many may antici- 
pate. The missteps of these administrations 
do not preclude, and in fact may herald, 
the creation of genuine parties. Policy is 
beginning to take precedence over person- 
ality in the eyes of most South Korean and 
Taiwanese voters. The experiences of 
transition between ruling and opposition 
parties augur well for the future of demo- 
cratic politics in both countries. t | 
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Trust in the LDP? 


by Tobias Harris 





HEN TAKEO FUKUDA be- 
came prime minister in 
1976, Japan was in politi- 
cal disarray. The Liberal 
Democratic Party, weak- 
ened by corruption scandals, had just suf- 
fered its worst election defeat in 20 years. 
One ofthe first priorities for the new prime 
minister was to spearhead an effort to re- 
form the Lpp’s internal governance. 

Fast forward to today, and Japan has an- 
other Fukuda at the helm, this time Yasuo 
Fukuda, the 71-year-old son of the now de- 
ceased Takeo Fukuda. Today’s LDP is in a 
similarly desperate situation. Yet it’s un- 
clear whether the younger Fukuda will 
have the same success in giving the LDP 
new life—or whether he is correct in his as- 
sessment that if the Lpp makes any further 
mistakes, it is liable to lose power. 

Mr. Fukuda’s pragmatism, willingness 
to cooperate, and belief in top-down gover- 
nance by the prime minister will give him 
a fighting chance, but little more. Solving 
the problems facing both the Lpp and Japan 
could be too much for one man. 

Mr. Fukuda’s emergence had a deus ex 
machina quality to it. Within a day of for- 
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mer Prime Minister Shinzo Abe’s resigna- 
tion, Mr. Fukuda signaled his intention to 
run—which quickly undermined the posi- 
tion of Taro Aso, widely seen as Mr. Abe’s 
chosen successor. By the time the LDP’S 
leadership campaign began, Mr. Fukuda 
had received the support from the leaders 
of eight of the party’s nine factions, the lone 
dissenter being Mr. Aso’s own faction. After 
a perfunctory campaign, Mr. Fukuda was 
elected LpP president on Sept. 23 and con- 
firmed as prime minister two days later. 

It is unclear whether Mr. Fukuda’s com- 
ing to power on the back of the factions will 
have any major significance for how he will 
govern. He might have had a harder time 
winning without endorsement by the fac- 
tion chiefs, but who needs the other more, 
Mr. Fukuda or the factions? The LDP’s fac- 
tions have seen their influence decline pre- 
cipitously since the golden age of Lpp rule, 
in part due to economic conditions that 
have made it more difficult for factions to 
deliver monetary aid to their candidates, 
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and in part due to the 1994 election reform, 
which abandoned the old medium-sized 
districts in which the LDP would run mul- 
tiple candidates, giving the factions a raison 
d’étre. Under former Prime Minister Ju- 
nichiro Koizumi, who campaigned on a 
platform of “destroying the Lpp,” and Mr. 
Abe, who relied more on trusted friends 
and allies than on the support of factions, 
the political groupings saw their influence 
decline further. 

In Mr. Fukuda, however, they perceived 
an opportunity to ensure that they have the 
prime minister’s ear. Mr. Fukuda duly re- 
warded faction heads for their support by 
distributing cabinet and party executive 
posts to six faction chiefs, and retaining as 
finance minister Fukushiro Nukaga, a lieu- 
tenant of Yuji Tsushima, head of the second 
largest faction. 

But will a government of faction heads 
actually be a government for the factions? 
There is reason to think not. Mr. Fukuda 
has indicated that he shares Mr. Koizumi’s 
assessment that structural reform is as 
much a political as an economic problem. 
In the first days of his premiership, Mr. Fu- 
kuda emphasized the importance of regain- 
ing the trust of the people—“no trust, no 
reform.” Moreover, making peace with the 
factions by rewarding their leaders with 
important posts is consistent with Mr. Fu- 
kuda’s broader strategy of healing the many 
rifts opened under Mr. Abe. He has begun 
to make amends with aggrieved coalition 
partner New Komeito. 

Mr. Fukuda has also incorporated crit- 
ics of Mr. Abe in his government. He re- 
tained Yoichi Masuzoe as health minister 
(he originally entered the cabinet in a re- 
shuffle that took place in August). He gave 
the defense portfolio to Shigeru Ishiba, 
who loudly and persistently called for Mr. 
Abe’s resignation following the Lpp’s Upper 
House election disaster in July. He also 
named Sadakazu Tanigaki, who ran against 
Mr. Abe in 2006 and who had been exiled, 
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along with his faction, from positions ofin- 
fluence in the Abe cabinet, as chairman of 
the policy research council. And for good 
measure he retained Kunio Hatoyama, a 
close ally of Mr. Aso, as justice minister. 
Viewed from this perspective, Mr. Fu- 
kuda’s embrace of the factions makes good 
political sense. It ensures that the party’s 
heavyweights will be by his side, instead 
of acting as an opposition force within the 
ruling party. It ensures that his cabinet is 
full of experienced politicians who will 
help Mr. Fukuda execute his agenda and 
may be less prone to the amateur mistakes 
of Mr. Abe’s first cabinet. In this regard, 
the appointment of Nobutaka Machimura, 
head of the largest faction, as chief cabinet 
secretary may be crucial. Mr. Fukuda’s 
personnel decisions appear to have been 
calculated so as to ensure that he has as 
many allies as possible—giving him breath- 
ing room to formulate an agenda and re- 
pair the party’s damaged prospects. 
Whether Mr. Fukuda will be able to 
keep the peace within the LDP will depend 
in large part on his agenda, and whether he 
will be able to get it passed through the Diet 
in cooperation with, or, if necessary, over 
the veto of the opposition Democratic Par- 
ty of Japan. Mr. Fukuda and his senior ad- 
visers have repeatedly indicated their 
willingness to cooperate with the DPJ. 
Without the opposition party’s assent it will 
be nearly impossible to pass legislation 
through the Upper House, forcing the gov- 
ernment to choose between abandoning 
legislation or using its Lower House super- 
majority to override an Upper House veto, 
a move that risks reproach by the public. 
The prospects for cooperation, however, 
will depend on Mr. Fukuda’s policy priori- 
ties. Mr. Fukuda is widely and correctly 
recognized as a pragmatist, contrasting 
with the rigid conservatism of Mr. Abe, and 
this will undoubtedly shape his govern- 
ment’s agenda—opening the door to coop- 
eration with the pps on a number of issues 
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The Lor is reeling from an election defeat in July. Will new Japanese 
Prime Minister Yasuo Fukuda be able to turn the party around? 

on the national agenda, including reform- 
ing the pension and health-care systems, 
tightening regulations on the use of politi- 
cal funds, and developing programs to bol- 
ster Japan’s stagnant rural prefectures. The 
LDP desperately needs to make progress on 
these issues to show the voters that it has 
learned from its defeat in the Upper House 
election. After a year in which Mr. Abe will- 
fully ignored the concerns of the Japanese 
people, it is imperative that Mr. Fukuda il- 
lustrate to voters that the people’s priorities 
are the party’s priorities. 

As if Mr. Fukuda’s challenges at home 
are not complicated enough, he also has a 
full agenda on the international front. In 
the short term, the most pressing issue is 
ensuring the passage of legislation autho- 
rizing the participation of Japan’s Maritime 
Self-Defense Forces (MSDF) in the war on 
terror beyond Nov. 1, when the current en- 
abling law is set to expire. The debate over 
extension has become the major point of 
contention in the current Diet session, and 
a break in the mission of at least one month 
may be unavoidable. 

More complicated for Mr. Fukuda is 
Japan’s position in the six-party talks. Un- 
der Mr. Abe, Japan refused to contribute 
to the resumption of denuclearization 
talks following the February Berlin agree- 
ment on grounds that North Korea has not 
fully accounted for its abductions of Japa- 
nese citizens. This position effectively iso- 
lated Japan in the talks, because it has 
become increasingly clear that the U.S. 


will not be held back from negotiating 
with Pyongyang—including offering re- 
moval from the list of state sponsors of ter- 
rorism as an incentive—by virtue of Japan’s 
abductees. As a result, Japan’s leverage in 
the talks has dissipated. 

Mr. Fukuda suggested during the pres- 
idential campaign that he would deem- 
phasize the abductees in Japan’s North 
Korea policy, reinserting Tokyo into the 
process. This exposed an uncomfortable 
truth about Mr. Fukuda’s position: he sits 
atop a party that has become ideologically 
coherent on foreign policy. The Lpr, divid- 
ed during the Cold War between pragma- 
tists who favored a lightly armed Japan 
defended by the U.S. and ideologues—like 
Nobusuke Kishi, Mr. Abe’s grandfather— 
who favored a rearmed Japan active in 
East Asian power politics, is divided no 
longer. Its members are more uniformly in 
favor of constitution revision, a more ac- 
tive security policy, a greater role in the 
U.S.-Japan alliance, and a more confron- 
tational stance in bilateral disputes over 
history and territory with China, Russia, 
and the Koreas. Accordingly, the pragmat- 
ic Mr. Fukuda, who aside from the six-par- 
ty talks favors a cordial, close relationship 
with China and South Korea and does not 
share the ideological nationalism of his 
party’s backbenchers, will find it difficult 
to undertake major initiatives in foreign 
policy, having to juggle domestic concerns 
and placate his own party’s restive right. 

If Mr. Fukuda declares his intention to 
formulate a reform agenda with the help of 
the DPJ, he could put the pps on the defen- 
sive and solidify public support behind him. 
This would make it easier for him to con- 
front conservative opponents within the 
LDP on foreign policy. The result could be 
an LDP capable of contesting a general elec- 
tion with a reasonable chance of maintain- 
ing a majority, in itself a victory considering 
the dire straits the party has been since the 
party’s poor showing inthe July polls. (i 
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Tajiks Wrestle With 
Identity and Islam 


by Susan Sypko 
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HEN ASKED ABOUT the 
greatest difference be- 
tween Muslims in Tajiki- 
stan and Muslims in 
other countries, Davlat- 
mo Ismailova—or “Fatima,” as she prefers 
to be called—tells me that other Muslims 
have more freedom. Fatima would know. 
She is suing Tajikistan’s Ministry of Edu- 
cation for not allowing her to wear the hi- 
jab to her university classes. 

It wasn’t always like this. Before the 
Soviets arrived to this part of Central Asia, 
sedentary women often wore the paranja 
robe that covered a woman’s entire body 
and face, leaving just a small opening for 
the eyes. Soviet officials forced women to 
remove this covering in the 1920s, and 
since then, the “traditional” Tajik dress 
has included a scarf, or platok (a Russian 
word), which women wear loosely on their 
heads. Unlike the platok, the hijab covers 
a woman’s entire head and neck. Today, 
more and more young women from main- 
stream society are opting to wear the lat- 
ter. When Fatima decided to wear the hijab 
a few years ago, her parents initially ad- 
vised against it. But Fatima pressed ahead 





with her decision—one that she believes 
should not be forced on any woman. 

Soon after the government issued a reg- 
ulation banning hijab at universities in 
April 2007, Fatima approached several law- 
yers when she was barred from classes. 
Shuhrat Kudratov took her case not be- 
cause he supported establishing Islamic 
law in Tajikistan, but because he believed 
Fatima’s human rights were being violated. 
Although a judge threw out the case this 
past July, both Fatima and Mr. Kudratov 
vow to keep appealing. 

The controversy surrounding Fatima’s 
case highlights a much larger social debate 
taking place in Tajikistan that touches on 
the themes of Islam, extremism and Tajik 
identity. Those who are suspicious view 
women who wear the hijab as attempting 
to spread an extremist ideology. Others 
point to the hijab as an example of Arab 
culture that has no place in Tajik society. 
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There is even some skepticism about the 
sincerity of hijab-wearing women. One 
woman told me that young women in Du- 
shanbe, the nation’s capital, wear the hijab 
only because it became fashionable after a 
popular Moroccan soap opera depicted 
beautiful women wearing headscarves. 

The wearing of hijab should not be a 
cause for concern on its own. But when in- 
terest in Islam rises in Tajikistan, a country 
that not only has endured 
a bloody civil war itself but 
also borders volatile Af- 
ghanistan, government of- 
ficials in Tajikistan begin 
to worry whether Islam 
will become more politi- 
cized. In fact, all the Cen- 
tral Asian governments 
have viewed warily the po- 
tential of Islam to threaten 
their authority and legiti- 
macy. Notwithstanding 
the increased visibility of 
Islam recently, there has 
been little indication that 
people in Tajikistan want 
to incorporate it into the 
political system. However, 
through its overbearing at- 
tempts to control the debate on Islam, the 
Tajik government is alienating Tajik citi- 
zens and possibly even fueling what it 
deems illegal Islamic activity. As Tajiki- 
stanis begin to place importance on religion 
in their lives, the gulf between Tajikistan’s 
religious believers and secular government 
could become even wider. 


In the Shadow of Somoni 


ABOUT SEVEN MILLION people live in Tajik- 
istan, a small, mountainous country in 
Central Asia. The country’s official lan- 
guage is Tajik, a language mutually intel- 
ligible with Iranian Persian. In Dushanbe, 
an enormous statue of Ismoil-i Somoni, the 





Tajik Muslims perform prayers at a mosque in the 
capital Dushanbe on the eve of Eid al-Adha. 
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founder of the Samanid Dynasty, looms 
over the central square, reminding pass- 
ers-by of the once great empire that 
spanned the region. According to the gov- 
ernment’s version of history, the Tajik na- 
tion was born under the Samanids, who 
ruled a territory much larger than present- 
day Tajikistan from 819-999 A.D. During 
this period, the cities of Bukhara, Samar- 
qand, and Herat were great centers of Is- 
lamic art and Persian 
language and literature. 
After the Samanid Dy- 
nasty disintegrated, the 
Islamic-Persian culture 
of the Samanids survived 
over the centuries as var- 
ious Turkic ruling dynas- 
ties vied for power in 
Central Asia, adopting 
and adapting the Sama- 
nids’ military and politi- 
caltraditions. Present-day 
Tajiks are taught in school 
that the Samanids were 
“Aryans” (that is, not 
Turks), whose glorious 
conquests were never re- 
peated by another Persian 
dynasty in Central Asia. 
Despite the government’s propaganda, the 
cultural connection between present-day 
Tajiks and the Samanids is tenuous. 
Tajikistan, as we know it today, has only 
existed since the Bolsheviks unilaterally 
demarcated its borders in the 1920s. Al- 
though the Soviets conceived of Tajikistan 
as the “homeland of the Tajiks,” the ancient 
Persian cities of Samarqand and Bukhara 
were conspicuously missing from Tajiki- 
stan’s territory, and many non-Tajiks called 
Tajikistan home. Tajikistan was the poorest 
and least developed Soviet republic. 
Mikhail Gorbachev’s policy of glasnost 
encouraged Soviet citizens to express their 
political views in the late 1980s. The Islam- 
ic Revival Party of the Soviet Union, formed 
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in 1990, sought to increase the role of Islam 
in the politics of the republics. When the 
U.S.S.R. fell apart, Tajikistan’s local branch, 
the Islamic Revival Party of Tajikistan 
(RPT), joined other pro-democracy parties 
to oppose the communist elite. 

In the spring of 1992, demonstrations 
against the dubious results of Tajikistan’s 
first presidential election turned violent, 
and President Rahmon Nabiev lost control 
as Tajikistan descended into a brutal civil 
war that killed between 50,000-100,000 
people. By the end of 1992, anew president 
from the city of Kulob, Emomali Rahmon, 
consolidated power in Dushanbe. The IRPT 
established the United Tajik Opposition 
(UTO) with other democratic and antigov- 
ernment forces against the new govern- 
ment, often using the territory of 
Afghanistan as a launching base for at- 
tacks on rivals in Tajikistan. The civil war 
did not pit secularists against Islamists, as 
some have claimed. Regional competition, 
warlord ambitions, personal vendettas, 
and the intervention of Uzbekistan and 
Russia all played a part. 

This past summer Tajikistan marked 
the 10th year anniversary of the 1997 peace 
agreement that officially ended the civil 
war. The accord held promise for democ- 
racy. The uro was slated 30% of senior 
government positions, with the majority 
going to the rrp, the only legal Islamic 
party in Central Asia. Since then, however, 
President Rahmon has increased his au- 
thority through constitutional amend- 
ments and referenda, harassment and 
persecution of the opposition, and elimi- 
nation of former allies who represented 
potential threats. 

The U.S.S.R.’s demise and the Tajik civ- 
il war devastated Tajikistan’s economy. 
With the help of international assistance 
after 1997, and some reforms, the economy 
has expanded since 2000. The country’s 
GDP grew 9.6% from 2000-04, and the fore- 
cast for 2007-09 predicts continued moder- 
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ate growth. Yet these improvements have 
not significantly enhanced the daily lives of 
average Tajikistanis. The majority lives in 
wretched poverty, with limited supplies of 
running water and electricity, while the 
gap between the rich and the poor contin- 
ues to grow. Even worse, corruption is ram- 
pant, and the black market is flourishing 
from Afghan drug trafficking. 


‘Islamization’ of Tajikistan? 


ANALYSTS OFTEN DESCRIBE changes oc- 
curring in Muslim countries as an Islamic 
“revival” or “Islamization.” To describe 
what is happening in Tajikistan as an Is- 
lamic “revival” would assume that Islam- 
ic belief did not exist previously. True, the 
heavily secular nature of Tajikistan’s So- 
viet era meant that Islamic behavior was 
not conspicuous, but that does not mean it 
was not present. “Islamization,” on the 
other hand, assumes the role of religion in 
politics, and this is not the case in Tajiki- 
stan. If one defines “Islamization” as the 
increasingly overt display of religiosity, 
these assumptions can be avoided, and one 
can conclude that Islamization is taking 
place in Tajikistan. 

Besides the wearing of hijab, other signs 
indicate an increased interest in Islam. 
While just a few years ago the sale of any 
kind of printed publication was almost non- 
existent, Islamic literature now abounds at 
bazaars, small shops, underpasses, and out- 
side Dushanbe’s main mosque. Islamic cas- 
settes of unknown origin broadcast how 
women should behave according to the 
rules of Islam at bazaar stalls and in widely 
used public minivans. Every Friday after- 
noon men crowd the buses to rush to the 
capital city’s main mosque, where atten- 
dance has visibly swelled. 

Many are returning to religion because 
they can. The atheist Soviet regime closed 
down mosques, repressed religious lead- 
ers, and prohibited Islam from playing an 
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important role in society. Participation in 
the hajj was restricted, circumcisions had 
to be performed secretly, and fasting and 
praying were all but abandoned. With in- 
dependence and the end of the civil war, 
people are no longer reluctant to express 
their religiosity. 

The U.S.S.R.’s collapse also ended Ta- 
jikistan’s isolation from the rest of the 
Muslim world, especially in the capital 
city. Satellite dishes receiving Iranian and 
Arabic channels crowd the rooftops, while 
Internet cafes are sprouting up through- 
out the entire city. Students are studying 
abroad in places like Turkey, Egypt, and 
Iran, and pilgrims are traveling to Mecca. 
As people learn more about Islam, many 
are trying to incorporate their newfound 
knowledge into their lives. The return to 
traditional values and Islam is also seen as 
a way to combat the escalation of social 
problems, such as alcoholism, heroin 
abuse and prostitution. Many believe Is- 
lam can provide the needed comfort and 
strength to rescue someone from such so- 
cial ills, especially since the government 
appears unable to provide solutions. 

The rising visibility of Islam on the 
streets has provoked a social debate which 
reflects disagreement about religion’s ap- 
propriate role. Above all, many worry that 
an exaggerated emphasis on religion could 
instigate another conflict. The civil war is 
still fresh in the public mindset, and Presi- 
dent Rahmon’s government often reminds 
Tajikistan’s citizens of the danger of ex- 
tremism and the role of religion in politics. 
One scholar commented to me that as peo- 
ple are returning from trips to other Mus- 
lim countries with different interpretations 
of Islam, the relative unity of belief that 
previously existed is being threatened by 
competing Islamic ideologies. He noted 
the attractiveness of Salafism (a Sunni 
school of Islamic thought) among young 
people, though it is difficult to measure the 
extent of this fundamentalist ideology’s 
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popularity. Regardless, his perception in- 
dicates that the very definition of Islam is 
being contested by Tajik society. 

The turn to Islam is also perceived as a 
challenge to Tajik identity, as elements of 
Islam that are foreign to “traditional Tajik 
Islam,” such as the hijab, are introduced. 
The fall of the Soviet Union finally allowed 
Tajiks to celebrate their Muslim heritage, 
but this heritage has been affected by cen- 
turies of Russian and Soviet rule. As a re- 
sult, the opinion that Tajiks are 
“traditionally” moderate Muslims who sup- 
port the separation of religion and state is 
quite widespread. Some contrast Tajikistan 
with its more “extremist” neighbors of Af- 
ghanistan and Uzbekistan, for example. 

Finally, there is skepticism about how 
deep the public embrace of Islam goes. Sev- 
eral interviewees observe that so-called be- 
lievers are not acting as Muslims should. 
They point to young girls who wear hijab 
but still act inappropriately. Some believe 
that community leaders interpret Islam to 
aggrandize their own personal positions. 

The sincerity of belief should not be dis- 
missed so easily. Many, like Fatima, are 
wholeheartedly turning to religion. Despite 
the attention to Islam, however, a clear po- 
litical message has not accompanied the Is- 
lamization of Tajikistan’s society. The 
interest in Western culture and values is 
also growing. Some young people want to 
live in a democratic and secular Tajikistan. 
Others long to wear “European clothing” 
and emulate Hollywood stars. Indeed, the 
number of women wearing hijab is increas- 
ing alongside the number of women wear- 
ing pants and skirts. It is difficult to tell 
whether the values of Islam or the West are 
prevailing, but Fatima shows that one indi- 
vidual can embody both. 


Stifling the Debate 


INSTEAD OF PLAYING aconstructive role in 
this discussion, the government has decid- 
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ed to control and censor the public debate 
about Islam. Over the past 10 years, the gov- 
ernment has attempted to ensure that Is- 
lam does not impact the political process. 
The 1994 Law on Religion and Religious 
Organizations outlines the rights of reli- 
gious organizations and their activities, 
while the State Committee on Religious Af- 
fairs is responsible for implementing this 
law. Imams cannot participate in politics, 
nor can they issue fatwas. All religious or- 
ganizations and their activities must be 
registered. The government has closed 
hundreds of unregistered mosques, trying 
to keep the number of mosques under a cer- 
tain quota —one per 15,000 residents. The 
heads of mosques are appointed, guaran- 
teeing that Friday sermons adhere to the 
government line. Other restrictions ban the 
call to prayer using a loudspeaker and pro- 
scribe the use of Arabic script in public and 
Arabic language instruction. An even more 
restrictive law on religion will most likely 
be passed by the end of 2007. One of the 
new clauses bans the formation of religious 
parties, in effect criminalizing the IRPT. 
The 1rPT has been unable or unwilling 
to confront the government’s anti-Islamic 
regulations, further preventing Islam from 
playing a role in Tajikistan’s politics. Al- 
though in the 1990s the IRPT espoused po- 
litical Islam and fought against the 
government, it toned down its rhetoric and 
accepted the secular nature of the state in 
order to participate in politics. Regardless, 
the government has attempted to under- 
mine the RPT by linking it to extremist and 
illegal activity. In 2002, President Rahmon 
implied in a speech that two Tajik prisoners 
held at Guantanamo Bay were connected to 
the IRPT, while in 2003 two IRPT senior 
leaders were convicted of murder and rape. 
The RPT has refrained from strong protest. 
The recently deceased chairman of the 
IRPT, Said Abdullo Nuri, even praised Pres- 
ident Rahmon for achieving peace and sta- 
bility in Tajikistan. As a result, many view 
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the party as having been co-opted by the 
government. With Nuri’s death, divisions 
between modernizers and traditionalists 
within the party have become more prom- 
inent, making it increasingly difficult for 
the IRPT to function effectively. 

As a result of the government’s crack- 
down on religious activity and the rrpt’s 
ineffectiveness, many people are disen- 
chanted with the country’s official poli- 
tics. Their apathy sometimes causes them 
to turn to illegal organizations that cri- 
tique the government and offer solutions 
that correspond more to their own beliefs. 
Several analysts have noted the increasing 
appeal of Hizb ut-Tahrir (HT), a worldwide 
political party that aims to establish a ca- 
liphate through nonviolent means. In Ta- 
jikistan the party portrays itself as one 
that can solve the country’s political, eco- 
nomic, and social problems by institution- 
alizing Islamic law and creating an 
Islamic state. But unlike, for instance, 
Hamas or Hizbullah, ut does not have the 
resources to provide direct social services 
to the poor. The government’s severity in 
dealing with HT supposed members has in- 
creased since the party was banned in 
1999, This has resulted in growing public 
sympathy toward the organization. 

It is encouraging that society’s Islam- 
ization has provoked a healthy debate about 
what role Islam should play in Tajikistan. 
For many like Fatima, it is an issue of hu- 
man rights and freedom of religion. In sim- 
ply censuring Islam, the government is 
missing out on an opportunity to play a con- 
structive role in shaping the way Islam de- 
velops within its borders. Moreover, the 
government is only increasing the percep- 
tion that it is out of step with Tajik society 
by attempting to control the debate on Is- 
lam, marginalize the IRPT, and crackdown 
on “terrorist” groups. At some point in the 
future, this tension may become unman- 
ageable. Given Fatima’s failed lawsuit, the 
outlook isn’t promising. W 
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Singapore’s Failing 
Bid for Brainpower 


by Simon Montlake 





N A LEAFY lane in a resi- 
dential neighborhood, Sin- 
gapore’s latest tilt at the 
performing arts is taking 
shape. Inside a metallic- 
blue building, a class of aspiring filmmak- 
ers last month became the first to enroll at 
the Tisch School of the Arts Asia, a branch 
of New York University’s storied Tisch 
School. The class of 33 graduate students, 
of which two are Singaporean and half are 
American, will spend three years learning 
about film and television production. From 
next year, Tisch plans to add a second mas- 
ter’s in fine arts. The programs mirror 
identical courses offered at the New York 
campus and levy similar tuition fees. 

By persuading Tisch to open its first 
overseas campus in Singapore, the city- 
state’s economic planners can point to mod- 
est advances on two, intertwined fronts. 
The first is the goal to turn Singapore into 
a “global schoolhouse,” where world-class 
universities bring in star faculty to teach 
talented, mainly Asian students. This policy 
in turn reinforces Singapore’s appeal to 
multinationals that need a research and de- 
velopment hub in Asia. A second goal— 





closely related to the first—is to shed a 
reputation as a stodgy, scripted society, 
where creativity is dulled by overzealous 
government regulation. In short, by pro- 
moting innovation, whether in the arts or 
stem-cell research, Singapore wants to be- 
come a global hub of brainpower. 

By 2015 Singapore has set a target of 
enrolling 150,000 foreign students, up 
from around 80,000 at present. The bulk 
of overseas students are from Malaysia, 
Vietnam, Indonesia, China, India and 
South Korea. These ambitions reflect the 
rapid growth in global education. In 2005, 
globally there were 2.7 million people en- 
rolled as students outside their home coun- 
try, up from 1.3 million a decade earlier, 
according to the Organization for Eco- 
nomic Cooperation and Development. The 
United States is the most popular destina- 
tion, followed by the United Kingdom and 
Australia, which has successfully market- 
ed its universities as low-cost options for 
Asians who want foreign degrees. 

Singapore also wants to tap this grow- 
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ing market. While its homegrown univer- 
sities have some appeal to other Asians, a 
far juicier prize is to partner with a pres- 
tigious Western school, essentially out- 
sourcing world-class education to 
Singapore. Since 1998, around 16 universi- 
ties have forged linkages with local insti- 
tutions, typically in the form of joint 
graduate programs such as that offered by 
Nanyang Technological University with 
Cornell University’s renowned hospitality 
school. The graduate business school IN- 
SEAD has one of its two campuses in Sin- 
gapore—the second one is in France. 

More elusive, to Singapore’s increasing 
frustration, is a fully-fledged foreign uni- 
versity campus—not just business schools— 
that would put some backbone into its 
“global schoolhouse” catchphrase. Per- 
suading Harvard to open up in Singapore— 
and dilute its premium brand—sounds like 
a pipe dream. But surely other, less haugh- 
ty foreign universities could be induced to 
take the plunge, given the right incentives 
and a forward-looking strategy? Singapore 
has never made any secret of its large fi- 
nancial resources and its willingness to 
use them to promote industries in which 
its governing elite believe it has an edge 
over competitors, such as biotech and en- 
vironmental services. The rise of China 
has intensified the hunt for knowledge- 
based economic drivers to replace sunset 
manufacturing industries. 

Next door to Tisch School of the Arts 
Asia, standing empty apart from a solitary 
guard, is a 12-storey white tower. Like 
Tisch’s refitted building, it belongs to the 
Ministry of Education and was once used 
as a polytechnic. Earlier this year, in a fan- 
fare of excitement, the University of New 
South Wales in Australia opened a tempo- 
rary campus here for its first intake of 148 
freshmen. Meanwhile, across town ona site 
near Changi International Airport, build- 
ers broke ground on a $91 million UNSw 
complex designed for 15,000 students that 
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would have become the first comprehen- 
sive foreign university in Singapore. 

By May, though, the game was up. The 
university abruptly canceled its construc- 
tion plans and announced that it was clos- 
ing its temporary campus after spending 
$14.4 million. Vice Chancellor Fred Hilm- 
er called the project an “unsustainable fi- 
nancial burden” and offered to transfer 
students to Sydney. He told reporters that 
enrollment had been disappointing and of- 
fered an explanation of why so few had 
signed up. “When a student says I want an 
Australian degree, what they really mean 
is I want the experience of living in Syd- 
ney...buying surf boards,” he said. 

Leaving aside the city-state’s surf defi- 
cit, it’s difficult to assess just how unsus- 
tainable was the attempt to recreate UNSW 
in Singapore. University administrators are 
how wrangling with Singapore over its li- 
ability for $10.8 million in government 
grants, the most visible part of the state lar- 
gesse earmarked to the project. Australian 
media have reported that Singapore was 
covering most of the costs of building the 
new campus. But when the Sydney Morn- 
ing Herald newspaper asked the uNsw to 
release further details, the university re- 
plied that its communications with Singa- 
pore’s Economic Development Board (Eps) 
were confidential and may fall under Sin- 
gapore’s strict Official Secrets Act. Even the 
normally compliant Straits Times sniffed at 
this lack of disclosure, calling it a “hard-to- 
defend” position. 

Neither the lavish subsidies nor the 
shroud of secrecy were a surprise to sea- 
soned observers of Singapore. But they cut 
to the heart of the debate over its ambi- 
tions to become, as one government min- 
ister put it, the “Boston of the East.” When 
UNSW committed to the Singapore campus 
in 2005, the U.K.’s Warwick University 
was also in the running to open a large 
campus. It eventually declined after fac- 
ulty and students objected on the grounds 
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of academic freedom in a semiauthoritar- 
ian country. Those opposed to the move 
pointed out that the kind of political activ- 
ism taken for granted on British campuses 
would be strictly curtailed in Singapore. 

That makes Singapore an unlikely 
stand-in for freewheeling intellectual hubs 
like New York or Oxford, where academic 
freedom is vigorously upheld, even when 
the message is controversial, such as the 
recent address by Iranian President Mah- 
moud Ahmadinejad at Columbia Univer- 
sity in New York. In August, Singapore’s 
police banned a lecture by Douglas Sand- 
ers, a Canadian academic and gay rights 
advocate, citing his outspoken opposition 
to colonial-era laws that criminalize ho- 
mosexuality. Singapore is also notoriously 
prickly about foreign interference in its 
domestic politics. Foreign academics say 
this rules out research that digs too deep- 
ly into the affairs of the governing elite. 

It might be tempting to believe that it 
all comes down to money. Clearly the 
uNSw debacle reflects a hard-headed cal- 
culation by Mr. Hilmer, whose predeces- 
sor had agreed to the move, that it wasn’t 
worth the risk. Those constraints are mag- 
nified by the task of getting complex and 
decentralized institutions to shift loca- 
tions, particularly a comprehensive uni- 
versity like UNSW says Kristopher Olds, a 
geographer at the University of Michigan 
who writes frequently on global education. 
“The relationship between a host society 
and a foreign university is easier to man- 
age from both sides when the scale of the 
undertaking is small,” he said. 

A bigger question is whether Singapore’s 
model—bringing in foreign universities to 
teach mostly foreign students—makes busi- 
ness sense. Importing foreign faculty, who 
already dominate local universities, isn’t 
cheap, and rising living costs are straining 
the budgets of school deans. This inflation 
goes double for the star faculty that Singa- 
pore says it needs to prove itself a global 
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player in education. “A major input in the 
education process is people to teach. In 
higher education, you can import profes- 
sors, but you need to pay a premium for 
‘world-class’ faculty to induce them to move 
from Stanford or Harvard to Singapore,” 
says Linda Lim, a Singaporean who is pro- 
fessor of strategy at the University of Mich- 
igan’s business school. 

Singapore’s taxpayers might also ask 
whether giving generous support to for- 
eign institutions and foreign scholarship 
students is necessarily a boon to the city- 
state. Officials from the EDB say the eco- 
nomic pay-off will come in the global 
reputation for education it acquires, as well 
as the foreign talent who decide to stay to 
work or do research. Bright foreigners are 
invited to apply for permanent residency in 
Singapore. Ms. Lim says that university 
scholarships may not give Singapore the 
educated workforce it craves, as many use 
it as a stepping stone to the U.S. The privi- 
leging of smart foreigners also means few- 
er university places for local students, of 
whom less than 30% currently go on to ter- 
tiary education. While the government 
says that footloose professionals will be- 
come international ambassadors for Singa- 
pore, it’s hard to quantify this in a 
cost-benefit analysis. 

In its publicity material, Tisch says the 
“burgeoning arts scene” in Singapore is 
“somewhat reminiscent” of Greenwich Vil- 
lage in the 1960s. That’s quite a stretch. For 
all the money it showers on arts and culture 
and promoting multicultural events, Singa- 
pore’s main pastime is still shopping. Per- 
haps it needs to take more seriously its 
campaign to make the city fun. Decades of 
single-party, paternalist government has 
bred political apathy. Singapore wants to 
attract foreign talent, but doesn’t let its own 
citizens speak out of turn. Banning a gay- 
rights advocate—whose views might offend 
conservative Singaporeans—bodes poorly 
for academic vibrancy. = 
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Caste Entitlements 


by Salil Tripathi 





OR SOME TIME during the 
searing summer this year, 
roads connecting vital cit- 
ies of Indian tourism’s 
golden triangle—the capi- 
tal, New Delhi; the home of the Taj Mahal, 
Agra; and the colorful city of sandstone 
forts, Jaipur—were blocked by people be- 
longing to the Gujjar community. The 
demonstrations quickly turned ugly: po- 
lice officers used force, and in the resulting 
violence, around 20 people died. 

The Gujjars were seeking special favors 
that their archrivals, the Meenas, had se- 
cured from the state—job quotas. What 
separated Gujjars and Meenas—both con- 
sidered criminal tribes by the British dur- 
ing the colonial time—was not the degree 
of social oppression either community suf- 
fered, but a bureaucratic whim. The Indi- 
an government recognized Meenas as a 
scheduled tribe, but Gujjars were denied 
that tag. In essence, the Gujjars wanted to 
be downgraded to a lower status in India’s 
intricate social hierarchy. To move for- 
ward the group decided it would be most 
prudent to become, in the language of the 
Indian government, a “backward class.” 





Welcome to the Byzantine world of In- 
dia’s caste politics. 

Gujjars, who number approximately 
800,000, are itinerant, nomadic people who 
tend animals in the northern and western 
parts of India. They move with their herds, 
but with grasslands shrinking, they are be- 
ing forced to explore new ways of earning 
a living. In their mind, the easiest way to 
accomplish this is to secure benefits by 
claiming to have suffered historical injus- 
tices and social disadvantages. 

The Dalits, once considered untouch- 
ables, were the first group to receive pref- 
erential treatment in India. India’s 
constitution, drafted from 1947-49 by the 
late Bhimaro Ambedkar, free India’s first 
law minister and a Dalit, set up a system to 
reserve government jobs and seats at edu- 
cational institutions for the Dalits and oth- 
er scheduled tribes and castes. 

With the extension of benefits to the 
Dalits, the Indian state sought to undo so- 
cial injustice but the political parties real- 
ized they were on to a good thing—creating 
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Gujjars burn an effigy of the chief minister of Rajasthan, Vasundhra 
Raje Scindia, during a riot for special benefits this summer. 


a system of patronage. Employment and ed- 
ucation quotas ensured votes from groups 
granted these reserved positions—the use 
of quotas to garner votes is now known gen- 
erally as vote-bank politics. Politicians 
therefore added other communities—not 
only Dalits—that they said suffered from 
discrimination, and the list of communities 
getting special benefits ballooned. 

For the Congress Party this technique 
had the added bonus of undermining Hin- 
du nationalist parties, by creating a pack- 
age of incentives for groups within the 
Hindu community (the lower castes). The 
Congress could bank on such support for 
along time, particularly because the main 
right-wing opposition, whose latest incar- 
nation is the Bharatiya Janata Party, was 
historically supported by the trading com- 
munities and some upper castes. That be- 
gan to change in the 1990s, when the 
Indian polity began to disintegrate with 
the Congress’s decline, leading to political 
splintering, assertion of narrower identi- 
ties and gradual atomization. Smaller par- 
ties, representing specific interest groups, 
began winning more seats in legislatures. 

One consequence of this disintegration 
has been the debasement of the “quality” of 
people drawn to the political class. For ex- 
ample, Abhijit Banerjee of the Massachu- 
setts Institute of Technology and Rohini 
Pande of Harvard University have argued 
in arecent paper for the Center for Interna- 
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tional Development at Harvard that voters 
in India now care more about ethnic iden- 
tification than qualifications. As a result, 
candidates of favorable ethnic descent win 
even though they may lack “other dimen- 
sions—competence, probity, etc., i.e. what, 
for want of better word, we will call quali- 
ty.” Ethnic preferences, then, lead to politi- 
cal corruption, they conclude. The conflict 
between Gujjars and Meenas is rooted in 
the politics of dividing the spoils that result 
from this corruption. 

Many communities have suffered sig- 
nificant abuses in India over the years, and 
it is nobody’s case that past injustices should 
not be addressed. Furthermore, present 
discrimination must be punished to build a 
better future. But when the reservation sys- 
tem, as the quotas are known, was intro- 
duced at independence, it was meant to be 
an interim measure, for 10 years, to ensure 
that the scheduled castes (sc) that account 
for roughly 190 million Indians, and sched- 
uled tribes (ST) that include another 50 mil- 
lion—which have suffered centuries of 
oppression or neglect respectively—gained 
an equal footing to participate in the econ- 
omy. Granted, nobody assumed that the 
millennia-old problem of ill-treatment of 
India’s disadvantaged groups would be 
solved within a decade, but the intent was 
clear: that the country wanted to solve the 
problem in a time-bound manner. 

Instead, the reservation system has set 
the inequitable caste system in stone. The 
quotas have become a mechanism through 
which political parties create, divide, and 
control vote banks, leaving communities 
to fight for privileges and crumbs. These 
quotas have failed their purpose, but no 
politician will admit to that. 

At heart, the quota system rests on the 
idea that even if the elite castes get their op- 
portunities through access to excellent uni- 
versities, others will be looked after through 
quotas. The Indian Constitution requires 
the state to provide free education, but the 
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state has spent a proportionately higher 
amount of its education budget in creating 
islands of excellence, such as the Indian In- 
stitutes of Technology (ITs) and Manage- 
ment (IMs). As those institutions admit 
candidates only on merit, many poor can- 
didates who had received indifferent if not 
inadequate primary education cannot even 
pass the admission tests. They were prom- 
ised seats in other colleges and jobs in the 
state sector, but clearly, that mechanism 
benefits only a few, creating a creamy layer 
of beneficiaries from each community. 

In the process, more and more commu- 
nities have become claimants, demanding 
group-specific entitlements, and are being 
added to the quota raj. But not only does a 
court ruling prevent quotas from rising be- 
yond 50% of the total, the rate at which the 
state is creating jobs has been slowing 
down, because the size of the state in the 
economy is shrinking. The Indian private 
sector, which has no obligation to set aside 
jobs for specific groups, has fewer restraints 
than in the past, and can enter businesses 
that were previously reserved for the state. 
The Indian state has been divesting, by ei- 
ther selling shares of state-owned compa- 
nies in stock markets, or by letting private 
investors take over those companies. Indi- 
an trade unions claim that the public sector 
is recruiting fewer people every year. Job 
growth in the private sector has been more 
buoyant, particularly in sectors that are 
connected to the global economy, such as 
outsourcing, software development, light 
manufacturing, and pharmaceuticals. 

Academics and activists championing 
the disadvantaged groups have noticed the 
trend, and they have already begun apply- 
ing pressure on the government to extend 
quotas to the private sector. For instance, 
Sukhadeo Thorat, chairman of the Univer- 
sity Grants Commission, argues that cor- 
porate charity is not enough, and the state 
must require the private sector to adhere 
to strict quotas. 


mo INDIA of 


Drawing on the South African Sullivan 
Principles, which required U.S. firms to 
banish discrimination at the workplace in 
apartheid-era South Africa, the Dalit Soli- 
darity Movement wants firms investing in 
India to follow the Ambedkar Principles, 
named after Bhimaro Ambedkar. 

If applied, the Ambedkar Principles 
would encourage companies to hire more 
candidates from lower castes. This has 
gained importance because the struggle to 
secure a larger share of the shrinking quan- 
tity of state jobs has intensified as expecta- 
tions have risen across the country, with 
the economy growing at 9.4% a year, but 
benefits are not being distributed equally. 

The private sector is deeply worried 
about having to bear the burden. Chief ex- 
ecutives say that if they hire candidates on 
grounds other than merit, they will de- 
stroy the value of the workforce. As they 
operate in highly competitive industries, 
they cannot risk losing business because 
of staff, which may not be professionally 
competent. The cEos have a point: gradu- 
ates who have benefited from the quota 
system are not always equipped with rel- 
evant skills, and this is substantially be- 
cause the quality of basic education they 
have received is qualitatively inferior to 
what other graduates from India’s elite in- 
stitutions have, making it difficult for them 
to catch up. 

However, the current boom is real, and 
those from lower castes are benefiting 
from it. Many are turning entrepreneurial, 
studying courses that equip them with 
skills employers want, and moving from 
the unproductive countryside to the buoy- 
ant cities. Managers of multinational firms 
operating in India and of domestic compa- 
nies that work with overseas clients say 
with not a hint of elitism that many of their 
employees now come from smaller towns. 
“We are scraping the bottom of the bar- 
rel,” one software developer in the state of 
Maharashtra says, referring to his new 
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workforce, which includes many first-gen- 
eration learners from lower castes. Busi- 
ness executives say the market is already 
dealing with the issue, and no employer is 
foolish enough to discriminate against a 
talented employee because of an extrane- 
ous factor like caste. 

Information technology firms and banks 
can cite numerous anecdotal examples of 
star employees who come from extreme 
conditions and poor backgrounds, and who 
go on to outperform other employees. Oth- 
er companies too can show that a large pro- 
portion of their staff comes from the 
disadvantaged groups. But if the future lies 
with the private sector, activists want their 
communities to be guaranteed jobs. 

But the problem remains that there are 
relatively few skilled candidates for jobs 
from lower castes. The lack of qualified 
candidates means there are perennial 
shortages, and quotas remain unfilled. Af- 
firmative action policies have not em- 
ployed the disadvantaged. Many 
public-sector positions reserved for lower 
castes remain vacant, due to a shortage of 
suitable candidates. The report of the Na- 
tional Commission on the Working of the 
Constitution said in 2002 that at senior 
levels of Indian bureaucracy, the govern- 
ment had not filled two out of five posi- 
tions reserved for such groups. 

Though it may not seem like it, there 
are sensible ways out of this quagmire: 

# Enforcement of India’s strong antidis- 
crimination laws. India has one of the most 
egalitarian and progressive constitutions in 
the world. Discrimination is prohibited, 
and yet continues, with the state turning a 
blind eye. The state must use the laws at its 
command to prosecute those who discrim- 
inate against other Indians on grounds of 
caste, religion, ethnicity, language, or gen- 
der. Former attorney general of India, Soli 
Sorabjee, believes the law has not been test- 
ed sufficiently in this regard. 

æ Increase the supply of educational op- 
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portunities. Communities are hankering for 
admissions to colleges because they see col- 
lege education as the passport for middle- 
class prosperity. Instead of rationing seats, 
the state should increase the supply. There 
is no reason for the state to do it on its own; 
let the private sector meet the demand. 
Economists like Surjeet Bhalla and Ajay 
Shah have argued for more market-based 
approaches, including increasing supply, 
rather than managing demands through 
quotas, to tackle this issue. 

# Redirect finance to primary educa- 
tion. It is appalling that in many parts of 
India, primary schools exist only in name, 
with teachers often absent, equipment fre- 
quently not functioning, and students end- 
ing up working on farms. India’s literacy 
rate is an embarrassment; its drop out rate 
even more so. Civil society groups like 
Pratham are doing excellent work in im- 
proving primary education in India. The 
Azim Premji Foundation, set up by the 
founder of Wipro, India’s leading IT com- 
pany, is investing in the same sphere. 

# Abolish quotas. This is the hardest 
part, but over time, India has to move away 
from imposing quotas, which have created 
a lucrative industry for the elite in some 
communities, but not changed the lives of 
the poor. Unfortunately, the challenge to 
quotas has come primarily come from up- 
per caste students and their parents, which 
makes their claim suspect—they are the 
prime losers of quotas being extended to 
lower castes. In the longer run, though, in- 
dividuals will progress on the strength of 
their merit, and not props, and the in- 
creased recruitment of talented Indians 
from remote parts, and from all communi- 
ties, is the strongest argument against quo- 
tas. The founding fathers wanted them 
abolished within 10 years. It has been 60 
years now, and it is time for India to discard 
quotas as yet another extra wheel it can do 
without, as it races towards its appointed 
place as a major economic power. = 
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A Model for Safer Asian Skies 


by Nicholas Ionides 


ONY FERNANDES MUST be shak- 
T ing his head over the headlines he 

has seen in the wake of the recent 
plane crash in Thailand. Mr. Fernandes, a 
founder and chief executive of Malaysia’s 
AirAsia, is seen as the region’s poster boy 
for the low-cost travel boom hitting South- 
east Asia. By all accounts he runs an airline 
that is a solid operation and which puts 
safety above all else. But when a Boeing 
MD-82 operated by Thai budget carrier 
One-Two-Go crashed in Phuket on 16 Sept., 
killing nearly 90 people, the media imme- 
diately made the story one of budget-airline 
safety, and all budget airlines were effec- 
tively tarred with the same brush. 

But this is not an issue of budget airline 
safety; rather this is an issue of airline 
safety in general. For whether an airline 
operates using the low-cost or full-service 
model, there should be no difference in 
safety procedures being followed. There 
should also be no difference in the over- 





sight provided by the government over the 
airline, whether it is four-year-old One- 
Two-Go or established national carrier 
Thai Airways International. If there are 
differences in standards, tough questions 
need to be asked of the regulators. 

The current media focus on low-cost 
airline safety, while unfair, is understand- 
able. Asia lags behind more developed air 
transport markets such as the United 
States and Europe when it comes to the de- 
velopment of its budget-travel sector, 
which remains in its relative infancy in 
this part of the world. Many people, both 
in Asia and the West, still do not under- 
stand the model, and cannot fathom how 
some of the new carriers are able to offer 
such low fares without cutting corners. 








a> Mr. Ionides is the regional managing editor 
for Asia for the U.K.-based Flight, publishers of 
Flight International and Airline Business maga- 
zines, online news, data services and the aviation 
portal www.flightglobal.com. 
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The One-Two-Go crash in Phuket this month has been unfairly por- 
trayed as the result of budget-airline safety shortcomings. 


One of the reasons the model has been 
slow to come to Asia is such airlines thrive 
in truly deregulated markets, and Asia, 
unlike the single market of Europe, is far 
from being that. Many countries in Asia 
maintain strict restrictions in their bilat- 
eral agreements about how many airlines 
can serve specific routes and on the num- 
ber of flights allowed. But things have been 
changing and the new airlines have been 
very good at teaching governments the 
benefits of liberalization. As a result more 
and more countries have been willing to 
open up and stop protecting their national 
airlines. For example China has over the 
past few years allowed many more foreign 
airlines to serve the country, and it has in 
some ways been leading the way in the re- 
gion, prompting others such as previously 
protectionist Vietnam to ease up on regu- 
lations. Late next year restrictions on air 
services between capital cities of members 
the Association of Southeast Asian Na- 
tions are also due to be eased, increasing 
competition. 

Beyond market deregulation, simplicity 
has been the well-tested, key driver behind 
the success of low-cost carriers. And the 
most important concept is to keep costs 
down as ruthlessly as possible without 
compromising safety. Typically this in- 
volves removing in-flight amenities, stan- 
dardizing the type of aircraft used to ensure 
ease of training and maintenance, and low- 
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ering distribution costs by automating the 
ticket purchasing process. None of these 
strategies should impact safety. In fact, it is 
tough to keep costs to a minimum without 
being strict on safety and maintenance pro- 
cedures. Some low-cost airlines have had to 
work much harder than their full-service 
counterparts to maintain a tip-top opera- 
tion to allay concerns that budget flying 
means compromising on safety. 

Of course there are bad apples in every 
bunch, and One-Two-Go’s parent Orient 
Thai Airlines has had its share of regula- 
tory criticism over the years. But it has ad- 
dressed problems that have been pointed 
out and does not have a rampantly bad rep- 
utation for cutting corners—and any sig- 
nificant criticism of airline safety should be 
focused on government regulatory pro- 
cesses, rather than the individual airlines. 

Take Indonesia, for example. In the 
early part of this decade it opened up its 
air-transport market to new airlines and 
dozens of new licenses were issued. The 
result was a phenomenal increase in the 
number of airlines operating and passen- 
gers traveling. An archipelago of thou- 
sands of islands and poor road transport 
links, Indonesia is an ideal place for low- 
cost airlines. This has resulted in econom- 
ic growth, with more opportunities for 
Indonesia’s citizens in remote areas to get 
around. But it has also led to problems. 
Safety has taken a beating as corners have 
been cut by many Indonesian airlines and 
accidents have occurred. 

And herein lies the real misconception. 
The airline operating a flight that goes 
down should bear responsibility for the ac- 
cident; however, the public frequently 
places too much blame on airlines for safe- 
ty violations and not enough on the gov- 
ernment that has failed to regulate the 
operator adequately. 

Sadly, Indonesia had not been taking 
transportation safety seriously enough, 
and there are signs that it still does not. 








For example the point of an accident inves- 
tigation is not to apportion blame but to 
find out what happened to prevent a recur- 
rence, and the investigative process should 
be carried out without delay. Yet for near- 
ly nine months two vital clues into what 
may have caused the Adam Air 737 crash 
to occur on Jan. 1, 2007—the cockpit voice 
recorder and flight-data recorder, com- 
monly known as the “black boxes”—re- 
mained nearly two kilometers below the 
surface at the bottom of the sea as the air- 
line and the government squabbled over 
who would pay for their recovery. 

It is a farcical response 
like this that proves that 
some governments still do 
not put safety as a top pri- 
ority, and in a highly tech- 
nical industry where 
disasters, while very rare, 
can be large in scale, itisa 
bad mix. 

Aviation is so safe now- 
adays that when some- 
thing bad happens it 
garners huge media atten- 
tion—far more so than accidents involving 
other forms of passenger transport, such 
as ferries or buses. All the more reason 
why governments should take air-trans- 
port lapses seriously. In Indonesia’s case, 
it introduced measures after accidents sev- 
eral years ago designed primarily to pacify 
the public, not to enhance safety. 

For example, it set age limits on aircraft 
allowed to be imported into the country. 
However, the reality is that aircraft rarely 
go down because of age-related issues— 
they usually go down because of human 
problems in the system. True, newer air- 
craft generally have more sophisticated 
systems that can help reduce human error, 
but the government’s fix was designed to 
be one of public relations. What it should 
have done is increase the budget of the 
country’s civil aviation authority to allow 
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it to hire more inspectors to oversee the 
airlines’ operations, ensure operating 
manuals were in good shape, and confirm 
that maintenance and crew training pro- 
cedures were up to international stan- 
dards. These are the most basic elements 
of regulatory oversight in aviation, and 
they were lacking in Indonesia due to per- 
sonnel shortages. 

Only now does the Indonesian govern- 
ment finally appear to be taking things seri- 
ously. But only after the loss of life in two 
accidents this year and because it effective- 
ly had no choice, as the European Union 
and the U.S. both down- 
graded Indonesia’s safety 
rating—which in effect 
means they recommend 
their nationals not fly on 
Indonesian airlines. 

While there are no 
clear suggestions Thai- 
land has the same inher- 
ent problems as 
Indonesia~—and it should 
be said that one accident, 
however tragic, does not 
make a trend—the country must take a 
good, hard look at its transportation-over- 
sight systems right away to see if there are 
areas for improvement. 

And there are areas in Asian aviation 
that need improvement, for which Thai- 
land may want to lead the call for change. 
For example there are increasing concerns 
about the number of accidents that have oc- 
curred on landing, and/or in bad weather. 
While it is probably too early to say there is 
a definitive worrying trend, there are po- 
tential warning signs and they should spark 
immediate calls for attention. 

These include concerns that a pilot 
shortage taking place in Asia may result in 
less-experienced personnel in cockpits. 
Most observers see this being more of a 
cost issue for airlines, rather than a safety 
one, as there are strict rules on the number 





of hours pilots can fly per month and if 
there are not enough pilots to fly an air- 
craft it has to be grounded—this has oc- 
curred in China and India in recent years. 
But longer term there will be valid ques- 
tions of the experience levels in cockpits, 
as so many new pilots will have to be 
trained to fly the thousands of aircraft now 
on order with the world’s manufacturers. 

A general rule of thumb is that five sets 
of two-pilot crews are needed for each air- 
craft, meaning 10 additional pilots are re- 
quired for each new plane introduced. In 
the Chinese market alone, for example, 
Airbus and Boeing forecast that more than 
3,000 new aircraft will be needed over the 
next 20 years, which means plenty of new 
pilots will be required. China is currently 
not able to train any where near enough pi- 
lots to fly all the new aircraft its airlines 
are introducing, and the government has 
addressed this in part by allowing more 
foreign pilots to fly for local carriers while 
encouraging foreign training providers to 
expand their operations. 

There is no great cause for concern, as 
training procedures are improving and the 
world aviation system is moving toward 
teaching regimes that better prepare new 
pilots for commercial airline operations. 
But in the case of landing and weather-re- 
lated human-error accidents, there is still 
scope for improvement. This is not so 
much an Asia-specific issue, as pilot train- 
ing standards are generally uniform 
around the world, but with so much of the 
growth in air transport taking place in 
Asia, the lead in calling for any change 
should start to come from this region. 

Sadly accidents do occur in aviation but 
there is good reason to be positive, as the 
majority of the governments in this part of 
the world are responsible regulators. 

One only has to look at the positive ex- 
ample of China to see a country that is a 
model in this area. In the mid 1980s China 
split its single airline into six regional 


arms and later allowed municipal govern- 
ments to set up their own airlines. Within 
a few years there were more than 30 air- 
lines in China, and the system simply 
could not cope. There were not enough pi- 
lots, not enough air traffic controllers and, 
most importantly, not enough oversight by 
the government. As aresult China became 
one of the most dangerous places on the 
planet to fly, and hundreds of people died 
in accidents. 

In the early 1990s the government de- 
cided enough was enough, and clamped 
down on growth and errant operators. It 
slowed aircraft imports, did not allow new 
airlines to be established and sought for- 
eign help to adopt international best prac- 
tices. The result was that within a few years 
China went from having one of the world’s 
worst aviation safety records to having one 
of the best. The market continues to grow 
at double-digit percentage rates in terms of 
passenger numbers but it has still been able 
to maintain that enviable safety record, 
with no fatal air accidents since late 2004. 

But regulators are again concerned 
that the market has been growing too 
quickly and are taking aggressive, proac- 
tive steps to ensure that it does not fall 
back into a situation where safety suffers. 
What the civil aviation authority is doing 
is not allowing new airlines to start up for 
the next few years, ordering improvements 
in training, and reducing the number of 
flights at some airports to ease congestion 
and give the regulatory bodies time to im- 
prove standards and allow for adequate 
oversight. It is a tough balance at times, as 
economic growth must be weighed against 
safety, but the scales should always be 
tipped towards safety. In a planned econo- 
my it is easy to carry out rapid change. But 
even so it is the right thing to do, and others 
should follow China’s lead now. 

Who could have thought just a few 
years ago that it would be an example t 
follow? g 








Travelers Flock to India’s Jewels 


by Neelima Mahajan 


IMES SQUARE IN New York was 
awash with Oriental colors last 
week. Billboards all over 
screamed “Incredible India@60,” extol- 
ling the virtues of the country as a busi- 
ness and tourist destination. While the 
Nasdaq facade sported an “Incredible In- 
dia” campaign, a building opposite the 
stock exchange had advertisements on In- 
dia proclaiming “Discover Growth” and 
“9.4% GDP growth during 2006-07.” And if 
that was not enough, a huge replica of the 
Taj Mahal was installed in Bryant Park 
where lively renditions of Bollywood songs 
and dances were performed. 

All this was part of the Confederation 
of Indian Industries and the government of 
India’s efforts to hard sell the country as it 
celebrates its 60th anniversary of indepen- 
dence. Yet while New York was witness to 
this high decibel promotion only now, the 
global traveler discovered India long back. 
Condé Nast Traveller asserts that India is 
now the most coveted tourism destination 
in the world. National Geographic and 
Lonely Planet have ranked India in the top 
five destinations of the world. 

Foreign tourist arrivals are expected to 
jump to 5 million in 2008-09, up from 3 mil- 
lion in 2001-02. In fact, in 2006 alone it 
clocked a 13.5% growth figure over the pre- 
vious year with 4.45 million foreign tourists 
arriving. According to the World Tourism 
Organization, India earned 65,085 rupees 
(around $1,600)from each foreign tourist in 
2005—double the global average. 

What has led to this sudden upsurge in 
inbound tourism? Peter Kerkar, global 
chief executive officer with tour operator 
Cox & Kings said: “While initially attrib- 
uted to fulfillment of pent-up demand 
post-9/11, this increase in numbers now 
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stands as the effects of India being seen as 
an emerging destination.” India’s econom- 
ic growth, a stable political climate and in- 
creased destination knowledge has fueled 
this growth, he said. Many of these new 
travelers to India are second- or third-time 
visitors who have previously visited In- 
dia on business trips. 


More Seats, More Beds 


WHILE INCREASED GOVERNMENT spend- 
ing—up 23% in budget 2006-07 over the 
previous year to around $130 million—on 
tourism explains some of the growth in 
tourism, deregulation has been a more im- 
portant driver of the boom. Perhaps the 
single most important development has 
been the adoption of the “open skies” pol- 
icy in aviation. In April 2004, the govern- 
ment ended its restrictions on the number 
of flights into India. The new policy has 
brought down airfares dramatically while 
increasing the number of seats, making it 
easier for a number of overseas travelers to 
visit India. Up until recent years, only na- 
tional carriers such Air India and Indian 
Airlines were allowed to operate interna- 
tional flights (both airlines have now been 
merged into one entity). Today, however, 
private airlines such as Jet Airways and 
Jet-Lite (formerly, Sahara Airlines), have 
been given permission to fly to foreign des- 
tinations including Singapore, London, 
Brussels, Toronto and New York. 

Yet another revolution of sorts has taken 
place in the domestic airline sector. Earlier 
the sector was the sole domain ofa handful 
of players, the government-owned Indian 
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Airlines and the private Jet Airways and 
Sahara Airlines. Today a whole host of pri- 
vate airlines are being allowed to operate 
within India. These range from full-service 
airlines like liquor baron Vijay Mallya’s 
Kingfisher Airlines, to budget carriers like 
Deccan Airways. There are as many as 10 
new airlines awaiting the government’s nod 
(see table nearby). The result was that the 
year 2005 alone saw a 24% rise in air travel 
in terms of passengers flown. This has also 
contributed to bringing domestic airfares 
down drastically. 

India’s hospitality sector saw a boom in 
the budget and mid-market segments. Since 
2004, the country saw as many as 
10 hotel chains announce their in- 
tention to step into that segment. 
Five-star chains such as the Tata 
Group’s owned Indian Hotels (who 
run the Taj Hotel chain) have 
jumped into this segment bringing ser 
in quality and uniform standards. 
Christened “Ginger,” the Tatas’ | 
budget hotel chain caters to the 
business traveler and offers aroom 
for around $40, unheard of in the 
Indian market before. There are 
others too who are getting into the 
game including Accor, which plans 
to set up 25 of its Ibis hotels over 
the next 10 years. Local hospitality 
brands like Krizm Hotels, Sarovar Park Pla- 
za and Kamat Hotels are also have aggres- 
sive ramp-up plans: Kamat, for instance, 
plans to start as many as 50 Kamfotels over 
the next seven years. 


The Bottlenecks 


INDIA STILL ONLY accounts for only 0.9% 
share in the world tourism market. In com- 
parison, China has a 6.2% share, Japan 7.4% 
and South Korea 1.5%. Even Hong Kong 
commands a healthy 0.9% despite its size. 
What then plagues the Indian travel and 
tourism sector? The first and most obvious 
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answer is poor infrastructure. Despite all 
the advances India may have made in avia- 
tion, problems continue to cripple the sec- 
tor. By now, any regular traveler to the 
financial capital of Mumbai would be used 
to delays in landing. The problem: while so 
many new airlines have been given permis- 
sion to operate, the airports are still not 
equipped to deal with them. The result: 
perpetual air traffic congestion in all of In- 
dia’s major airports. 

Even the airports themselves leave 
much to be desired and that often puts off 
a lot of tourists. Airports in India had been 
monopolized by the government run Air- 
ports Authority of India (AAD). 
This ended in the late 1990s with 
the development of the Cochin 
International Airport as a public- 
private partnership. Facilities 
lack hygiene and basic amenities. 
= The good news is that the Delhi 
and Mumbai airports have been 
privatized recently, while work 
on greenfield airports in Banga- 
lore and Hyderabad is underway. 
Airports at India’s other two big 
metros—Kolkata and Chennai— 
will be modernized too, along 
with 35 major airports. 

But privatization of airports is 
not without its problems. Privati- 
zation of the Mumbai airport meant a trans- 
fer of control to a new private developer 
cum operator who found that it was impos- 
sible to upgrade basic infrastructure (such 
as an additional runway) as a large part of 
the airport land is encroached upon by slum 
dwellers, who cannot be evicted for lack of 
political will. 

Airlines also face problems: the lack of 
skilled pilots. The sudden expansion in the 
sector has led toa talent crunch. Overnight 
pilot training institutes have come under 
pressure to churn out pilots and have not 
paid due attention to quality. Airlines have 
also been forced to hire expatriates to fly 








their planes, some of whom have invalid li- 
censes or do not speak or understand Eng- 
lish—which is known to have caused near 
accidents because they can’t communicate 
with the air traffic control. 

India’s hospitality sector is plagued by a 
separate set of problems. Despite the 
growth in the number of hotels, there is still 
an estimated shortage of 100,000 hotel 
rooms in 300 cities in India. In 
cities like Bangalore the situa- 
tion is so bad that hotel room 
rates have shot through the 
roof and people still consider 
themselves lucky if they man- 
age to find one—some business 
travelers end up doing their 
work in Bangalore in the day, 
and taking a flight to Chennai 
in the evening to spend the 
night there. 

Vivek Nair, vice-chairman 
and managing director of Ho- 
tel Leela Venture Ltd., which operates the 
Leela Kempinski and the Leela Goa said: 
“The quantum increase in the foreign 
tourist arrival has led to an acute mis- 
match of demand-supply for hotel accom- 
modation in the country.” He said that 
while the Ministry of Tourism expects the 
current shortage of 100,000 guestrooms 
will be eased by the 30,000 hotel rooms 
currently under construction, the reality 
is that, with 13% to 15% increase in tourist 
arrivals every year, the shortage can be ex- 
pected to continue. 

But solving this problem is far from 
easy because of high land costs. “The spi- 
raling cost of land including plots auctioned 
by the government has led to the cost of ho- 
tel projects being prohibitively high and to 
some extent rendering them unviable,” said 
Mr. Nair. Industry associations have plead- 
ed the government to adjust land auctions 
so that the highest bidder could pay an an- 
nual percentage of the bid (instead of a 
lump-sum amount). That way initial proj- 
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ect cost could be kept low and the hotel 
could service its obligations over a period 
of time. “The government has, however, yet 
to agree to this suggestion,” he said. 

Rajesh Mishra, president of Federation 
of Hotels and Restaurants Association of 
India said: “Hotels come under the services 
sector and do not have industry status yet. 
If the government grants it the status of in- 
dustry, they can get benefits 
like cheaper land and cheaper 

electricity.” 
| The central government 
does recognize the impor- 
_tance of the industry, and 
_ that reflects in not only the 
_ growing budgetary alloca- 
. tion, but also in ad campaigns 
like Incredible India. Recent- 
ly, the Ministry of Tourism 
managed to persuade the 
_ central government to abol- 

ish the hotel expenditure tax 
of 10% which was levied on all expendi- 
ture incurred in hotels by guests. 

But that is not enough: most state gov- 
ernments levy various taxes—such as lux- 
ury tax—at will. Some states like Andhra 
Pradesh have proactively created ‘land 
banks’ to identify land for hotels. But 
again, only a few states take up these ini- 
tiatives. As a result the industry has not 
developed uniformly across the country. 

More than that, reform can’t happen in 
a piecemeal manner. Basic infrastructure 
issues need to be solved immediately—be it 
better roads, or airports, or even visa pro- 
cedures. As Cox & King’s Mr. Kerkar puts 
it, “Major policy change in terms of just 
open skies alone doesn’t solve all the prob- 
lems. If we welcome more airplanes, we 
need to provide increased capacity in air- 
ports and other related infrastructural re- 
quirements. Likewise roadways need to be 
improved so that hotels no longer have to 
remain in the downtown or major oes 
precincts of any destination.” : 








China’s Growing Wanderlust 


by Alan A. Lew 


S WITH MUCH of China’s economy, 
the growth of the country’s tour- 
ism industry over the past 30 years 
has been nothing short of phenomenal. 
From almost no tourism of any kind during 
the Cultural Revolution, China in 2006 was 
the fourth most visited country in the 
world, receiving some 41.8 million interna- 
tional overnight visitors, and if one takes 
into account day visitors, the country had 
122 million crossborder visitors. At the 
same time, over 34.5 million Chinese trav- 
eled outside of mainland China in 2006. 

In spite of these promising numbers, 
there are signs high-end tourism supply in 
China’s most international cities is over- 
heating. For example, by the time the open- 
ing ceremonies of the 2008 Olympic Games 
begin, Beijing will have added 11,000 luxu- 
ry and high-end boutique hotel rooms to its 
skyline. While undoubtedly each will be 
filled for those few weeks in August next 
summer, it is likely Beijing will find itself 
with a glut of four- and five-star level hotels 
after the games end. Unfortunately this 
post-Olympic hangover might not be con- 
signed to Beijing as there are concerns that 
the supply of high-end hotels in Shanghai, 
Guangzhou and Shenzhen will also soon 
outpace demand. 

As staggering as China’s international 
tourism statistics are, they are dwarfed by 
1.2 billion domestic tourist trips that were 
estimated to have taken place in China last 
year—up from the 639 million such trips a 
decade ago. The China National Tourism 
Administration (CNTA) projects that do- 
mestic tourist expenditures will account 
for 70% of the $128.6 billion in travel indus- 
try receipts expected for 2007. 

As Chinese tourists travel in larger 
numbers each year, the country’s heritage 
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sites have become overwhelmed with visi- 
tors. Apart from taking a toll on the sites 
themselves, this growth has left China’s in- 
ternal tourism industry scrambling to catch 
up. This process is most representatively 
traced by the quickly growing and diversi- 
fying Chinese hotel market and the still in- 
choate online tourism market. 


Check In, Click On 


TWENTY YEARS AGO foreign joint ventures 
and direct investments in China were large- 
ly focused on building international hotels 
to meet the urgent needs of the growing 
numbers of foreign tourists. The result of 
that emphasis was a two-tiered hotel indus- 
try with high-end international hotels and 
older low-end budget hotels. 

Since China joined the World Trade Or- 
ganization and opened its economy to more 
direct foreign ownership of hotels in late 
2005, the situation has improved. Growth 
in both international and domestic chain 
hotels is diversifying the hotel landscape. 
Both Starwood and Marriott recently an- 
nounced plans to quadruple the number of 
hotels each operate in China, from 27 and 
25, respectively, to over 100 in five to six 
years. Starwood’s chains include Sheraton 
and Westin, while Marriott’s chains in- 
clude the high-end Ritz-Carlton and mid- 
range Courtyard by Marriot, in addition to 
J.W. Marriot Hotels and Resorts. 

While there is evidence that the market 
for high-end hotels is slowing, the market 
for new mid- and budget priced hotels ($75 
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to $150 a night) appears to be strong 
throughout China, and that is where the 
hottest growth is taking place. China’s do- 
mestic hotel companies have only recently 
begun to develop chain operations. The 
largest hotel operator in China is the Shang- 
hai Jinjiang International Company, which 
is credited with opening China’s first mod- 
ern budget hotel in 1996. Its budget fran- 
chise chain, Jinjiang Inn, has grown to 250 
hotels in 2007 (20% of Chi- 
na’s economy hotel mar- 
ket), with plans to increase 
to 600 by 2010, as well as 
expand internationally. 
Home Inns, founded in 
2002, is a competitor in the 
economy hotel-chain mar- 
ket, with 171 properties. 

The historical pattern 
of Western hotel operators 
dominating the high-end 
accommodations industry 
and state-run hotels com- œ% 
prising low-end budget Bei, 
priced accommodations is == 
likely to continue into the | 
near future, with some sig- k 
nificant differences. The 
oldest state-run hotels are 
being renovated and new hotels are being 
built to compete at the budget and mid- 
price ranges, resulting in hotel prices in- 
creasing significantly in China. This is 
attracting both domestic and international 
operators, which are focusing on branded 
chain properties. 

The number of economy rate hotels has 
been doubling annually for a couple of years 
now, and there is some concern that China’s 
entire hotel sector, not just the high-end 
properties, may become overbuilt. Demand 
for economy hotel rooms, however, appears 
to remain high, with some arguing that the 
current supply is only reaching 15% of the 
potential market. 

While its hotel industry is booming, the 
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An elderly Chinese woman avails of shopping 
opportunities on Shanghati’s Nanjing Road. 








sale of travel services online has remained 
meager. Online bookings for travel services 
in China grew 72% in 2006 to over 2.75 mil- 
lion, valued at 1.54 billion yuan ($204 mil- 
lion), according to the Shanghai’s iResearch 
Consulting Group. In comparison the Unit- 
ed States online travel market’s revenues 
were $83 billion in 2006. 

China has lagged behind other parts of 
the world due to a lack of maturity in both 
demand and supply. On the 
demand side, Chinese con- 
sumers have been wary of 
online transactions and 
even the use of credit cards. 
On the supply side, Chinese 
travel agents discourage 
online bookings due to 
their own thin profit mar- 
gins. Online credit card 
purchases cost the agen- 
cies 1%, while in person 
credit card fees are only 
0.1%, and that 0.9% differ- 
ence is a serious cost for 
China’s competitive travel 
industry. As a result, the 
traditional approach to on- 
line travel in China is to di- 
rect the public to call 
centers for information and bookings, and 
to agency offices for cash transaction. 

This situation is gradually changing as 
China’s middle class becomes more cosmo- 
politan and the economy becomes more 
global. Credit card use is growing and on- 
line travel agencies are developing innova- 
tive value-added products that middle class 
buyers are willing to pay for. In China, 
Ctrip.com has been the most successful in 
providing the right mix of information and 
online transactions for the maturing Chi- 
nese consumer. It is the current leader, ac- 
counting for 54.2% of online sales in 2006, 
followed by eLong.com with 17.8% of the 
market. Several other online travel agen- 
cies, such as Aoyou.com and 96115.com, are 
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positioning themselves for what many see 
as acoming explosion in online travel book- 
ing in the coming years. 

Many of the new and promising travel 
Web sites employ Web 2.0 and build upon 
China’s existing Donkey Friends (lyu you) 
practice. Donkey Friends are small groups 
of Chinese that form in online discussion 
forums to plan and share a trip together. 
The practice has existed in China since 
about 2000, though it was quite limited 
until the last few years. Most of the trip 
participants have not met before their on- 
line introductions. These cyberbackpack- 
ers are typically young and from the 
developed metropolitan areas of eastern 
China. They seek out the more remote and 
ethnically diverse destinations in China’s 
south and west. Just as youth backpackers 
from the West were pioneers for mass 
tourism to destinations around the world, 
so too are Donkey Friends, leading Chi- 
nese mass tourists to the country’s more 
remote corners. 


Tourism Meets Tradition 


REMOTE DESTINATIONS WHERE Donkey 
Friend groups may be found include Tiger 
Leaping Gorge in Yunnan, Mount Kailash 
in Tibet and Kanas Lake in Xinjiang. But, 
with the arrival of Chinese mass tourism 
will come an increased commodification of 
local traditions and artifacts; more staged 
performances of traditional dance, music 
and costumes; a change in the local culture 
in which commercial interests dominate 
traditional values; the migration of increas- 
ing numbers of Han Chinese entrepreneurs 
into non-Han communities; and, of course, 
chain hotels. These impacts occur world- 
wide when tourism meets tradition. But 
like so much of everything else, it appears 
to be happening more rapidly and more 
dramatically in today’s China. 

While the conservation of cultural and 
natural heritage sites has been a major chal- 





lenge, the transformation of China’s urban 
consumer landscape has been dramatic. In 
two decades, the Chinese consumer has 
evolved from a pre-consumer (in the Mao 
Zedong era), to a consumer-based society, 
to a postmodern or hypermodern consum- 
er. The result has been the development of 
urban spaces to attract tourists and new 
residents alike with a higher quality of life: 
Moving factories out of the city, improving 
the transportation infrastructure, fostering 
a greater range of housing availability, en- 
couraging foreign investment in office 
space and retail sectors, and creating inter- 
national-class “shoppertainment” and “eat- 
ertainment” venues are all part of the place 
promotion efforts of China’s cities. 

This is best seen in the recreational 
shopping street, which is a retail shopping 
street or district that is closed to most ve- 
hicular traffic either all or part of the time. 
Such pedestrian streets serve as regional 
recreation destinations and are often pro- 
moted as tourist destinations. They are 
places where the life of the city is on its 
best public display. 

Almost every city of any significant size 
in China has such a street, and even small 
towns have their evening night market 
streets. The range of forms and approaches 
that have been adopted in creating these 
streets in contemporary China are quite re- 
markable. Nanjing Road in Shanghai is one 
the older examples, renovated in the 1980s 
and is in need of a facelift. Newer examples 
include Beijing’s hypermodern Wangfujing 
Street (renovated in the 1990s), the gentri- 
fied Xin Tian Di shopping street in Shang- 
hai and Shangxiajiu Road in Guangzhou 
(both opened in 2003), and Beijing Road in 
Guangzhou (completed in 2005). 

In 2002 Guilin completed a major ren- 
ovation of its central shopping district and 
surrounding area. It placed an under- 
ground shopping mall below a massive 
central plaza with two large video screens 
for viewing advertisements and events, 





and overlooked by a 13-storey hotel the 
width of which is covered by cascading 
water from its roof, flowing to the sound 
of music each evening. (Locals proudly 
compare it to the themed hotel-casinos in 
Las Vegas.) Smaller pedestrian streets lead 
to the city’s lakes and the Li River. 

The centerpiece of Guilin’s “Disney fica- 
tion” is a large urban-renewal project that 
connected several old oxbow lakes to create 
a boat tour that includes the Li River and 
encircles the city core. The shores of the 
lakes are lined with gardens inspired by 
countries across the world. All of the city’s 
bridges along the old river 
path were renovated to 
replicate famous world 
sites, including an Arc de 
Triumph bridge, and a 
scaled version of the Gold- 
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juggernaut of Chinese tourism, other than 
to adjust to the inevitable onslaught. 


The Future 


CHINA MAY BE reaching some tipping 
points that will force new directions in 
tourism. Tourists widely complain of Bei- 
jing’s air pollution; the Gobi Desert appears 
unstoppable in its expansion; and new eco- 
logical and social problems arise on a regu- 
lar basis behind the massive Three Gorges 
Dam. The “economic growth at any cost 
ethic” is increasingly being challenged by 
holdouts trying to save the 
last remnants of the past 
in China’s cities. 

Tourism may help push 
the tipping point for 
change in China. Idealists 
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planning the themed Two 
Rivers project in Guilin, 
and seem to have drawn heavily from Dis- 
ney’s Epcot Center in Florida. At the grand 
opening of the river tour, the former mayor 
of the city, who had been promoted to the 
local Communist Party secretary, stated 
that if he had listened to the people of Gui- 
lin, this project would never have been un- 
dertaken. The transformation has 
successfully made the dirty and uninterest- 
ing city of Guilin (the Li River has always 
been the true allurement of the area) into a 
major attraction itself. Since development, 
Guilin has also become one of China’s most 
important conference and meeting cities. 
As China’s overall economy and, in par- 
ticular, its domestic tourism matures, Chi- 
na’s more remote areas will be transformed. 
Whether those changes are good or bad 
for local cultures or environmental sus- 
tainability is not likely to stop these forces 
of change. Nor is there much that the rest 
of Asia and the world can do to stop the 





to increase their apprecia- 

tion for cultural differenc- 
es and environmental fragility. Goals like 
these may be achieved by Donkey Friend 
groups, who put a premium on cultural in- 
teraction and natural beauty during travel 
experiences. However, it is a more chal- 
lenging proposition for China’s mass tour- 
ists, who are not helped by the poor level of 
cultural and environmental interpretation 
and education that is currently provided 
throughout most of China. 

Still, China is changing fast and most 
Chinese are starting to appreciate the glob- 
al importance that their country is achiev- 
ing. Hopefully as the Chinese economy and 
society matures, there will come a point 
when support tips toward conserving the 
country’s cultural and natural heritage, 
that is so important for tourism, over the 
headlong rush for economic development. 
If and when that happens, the question will 
be whether or not such a realization is go 
ing to be too little too late. z 
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Reviewed by BERTIL LINTNER 


URING THE PRESENT crisis in 
Burma, pro-democracy activists 
and others have made appeals to 
the United Nations, the United States, Chi- 
na and the Association of Southeast Asian 
Nations to intervene. Japan is almost to- 
tally absent, putting aside the diplomatic 
demarches over the murder of photojour- 
nalist Kenji Nagai. That is quite remark- 
able considering that Burma once was one 
of Japan’s closest development partners in 
Southeast Asia. But it was a very peculiar 
relationship. Until the last round of up- 
heavals in 1988, prosperous and demo- 
cratic Japan poured massive amounts of 
development aid into a grossly misman- 
aged, authoritarian socialist state. The 
regime, which was set up when General 
Ne Win seized power in 1962, would most 
likely have collapsed without Japanese aid. 
When Ne Win, the man who took Burma 
from prosperity to poverty, died in Decem- 
ber 2002, he was almost forgotten—and so 
was most of Japan’s influence in Burma. 
Today, the influence of Beijing has 
eclipsed that of Tokyo, as the Japanese have 
had to downplay their erstwhile friend- 
ly relations with Burma so as not to irri- 
tate the Western democracies. They have 
kept contacts with the Burmese regime 
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at a minimum since the massacres of an- 
tigovernment demonstrators in 1988, and 
the subsequent, brutal suppression of the 
country’s pro-democracy movement. To- 
kyo’s policy of a “quiet dialogue” rather 
than sanctions and punishment has fur- 
ther marginalized Japan, as it has led toa 
policy that Donald Seekins says has been 
“criticized for its ambiguity.” Meanwhile 
China has become the most important for- 
eign player in Burma, as it takes advantage 
of Western boycotts to wield overwhelming 
leverage over its southern neighbor. 

Mr. Seekins, a professor of Southeast 
Asian studies at Meio University in Oki- 
nawa, examines the history of Japan’s 
once special relationship with Burma 
from a very critical point of view. Japan 
was indeed instrumental in fostering a na- 
tionalist movement in Burma. Before the 
Japanese invasion in 1942, Japan trained, 
armed and equipped independence hero 
Aung San’s legendary “thirty comrades,” 
who became the core of the Burma In- 
dependence Army. Among them was Ne 
Win, then a young activist called Thakin 
Shu Maung, who underwent intelligence 
training in Tokyo in the early 1940s. They 
became the leaders of the nominally inde- 
pendent Burma, which the Japanese oc- 
cupiers created in 1943. 

But, as Mr. Seekins argues, because 
of Tokyo’s policy of self-sufficiency in its 
occupied Asian territories, the unusu- 
ally large number of Japanese soldiers 
stationed along the frontline to British In- 
dia—300,000 men—essentially lived off 
the land. The Japanese secret police, the 
Kempeitai, conducted a reign of terror that 
was so harsh that even the head of the pro- 
Japanese puppet government, Ba Maw, had 





to intercede with the highest military com- 
manders to curb the worst excesses. In the 
end, Aung San and his Burmese national- 
ists turned against the Japanese and allied 
themselves with Britain, the former colo- 
nial power, on March 27, 1945—a date that 
is still celebrated officially as Armed Forces’ 
Day, although the present Burmese regime 
has given it a completely different meaning, 
Today, it honors Burma’s ancient warrior 
kings rather than the heroes of the coun- 
try’s more recent independence struggle. 

In any event, Mr. Seekins takes issue 
with the notion that the Japanese smashed 
colonialism in Asia, and thus 
paved the way for eventual 
independence for countries 
such as Burma. Rather, he ar- 
gues, “by the late 1930s, most 
intelligent people in Britain 
and the colonies alike knew 
that the ‘Age of the Empire’ 
was drawing to a close. This 
would have been true even if 
the ‘Greater East Asia War’ 
had not spread to Southeast 
Asia.” 

There was not much state- 
or nation-building in Japanese-occupied 
Burma either, according to Mr. Seekins, 
who argues that Japan left behind a num- 
ber of unsavory legacies. It is generally as- 
sumed that the Burmese Army builds on 
British traditions because of its colonial 
past and the paraphernalia and structures 
of the country’s military. But according to 
Mr. Seekins: “There are more than superfi- 
cial resemblances between the tatmadaw’s 
[the Burmese military's] ‘Four Cuts’ policy 
against ethnic minority rebels (depriving 
rebels of recruits, funding, supplies and in- 
formation) and the Japanese army’s sanko 
seisaku or ‘three all’ policy in China (‘kill 
all; burn all; destroy all’).” 

After all, Gen. Ne Win—the architect of 
the Four Cuts policy—was trained by the 
Kempeitai and other sections of Japan’s 
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security apparatus, as were many of the 
ministers who later served in his 1962-88 
Burma Socialist Program Party govern- 
ments. Among them was Maung Maung 
Kha, Burma’s prime minister from 1977- 
88, and Dr. Maung Maung, president for a 
few weeks during the upheavals of 1988. A 
closer look at that element of Burma dur- 
ing the 1962-88 period would have been a 
useful addition to Mr. Seekins otherwise 
very well-researched account of Burmese- 
Japanese relations. 

There were also some quite irrational 
reasons why Burma and Japan became 
partners after World War II. 
For many years, Japan had a 
strong Burma lobby, consist- 
ing of war veterans to whom 
Burma was a magic land, eu- 
logized in Michio Takeyama’s 
1946 novel, Harp of Burma, 
one of postwar Japan’s great 
bestsellers. Thus, Burma had 
a very special place in many 
Japanese hearts; it was nev- 
er forgotten that Japan lost 
190,000 soldiers in the coun- 
try, three-fifths of the men 
who were sent there, or 13 times the num- 
ber of Allied dead. 

The erstwhile influential Burma Lob- 
by was led by Nobusuke Kishi, Japanese 
prime minister from 1957-60, and his pri- 
vate secretary and son-in-law, Shintaro 
Abe, foreign minister from 1983 to 1986 
and the father of Shinzo Abe, Japan’s 
prime minister until September this year. 
Another influential Japanese belonging 
to the Burma Lobby was Tadashi Ohtaka, 
Japan’s ambassador to Burma from 1987- 
90 and whose wife has been chairperson 
of the Japan-Burma Association. During 
his tenure as ambassador in Rangoon, 
Mr. Ohtaka was the only diplomat given 
regular access to Ne Win, who remained 
a powerful force behind the scenes for a 
few years after 1988. 
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The Japan-Burma Association counted 
among its members 11 trading companies 
allowed to operate in various aid proj- 
ects in Burma prior to 1988. In the 1960s, 
Burma was the eighth-largest recipient of 
Japanese aid, but by 1980 it advanced to 
the fourth-largest. In 1986, Japanese aid 
peaked at $244 million, or 6.3% of all Japa- 
nese overseas assistance—at the same time 
as Burma’s economy deteriorated rapidly, 
which eventually led to the crisis of 1988. 
Evidently, it was a tremendous waste of aid 
money. 

Japan let emotions and bad planning 
override sound fiscal practices, and it did 
little or nothing to use its influence in Bur- 
ma to promote economic and political de- 
velopment. Today, that influence is history, 
and many Japanese resent having “lost” 
Burma to China to some extent because of 
Western polices and pressure—but also be- 
cause of its own inept development strate- 
gies. Burma has fallen into China’s sphere 
of influence and there is little the outside 
world can do about it. But Mr. Seekins has 
nevertheless presented us with a very im- 
portant study of Burma’s relations with 
what used to be its closest, if seemingly 
unusual, ally. 
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HINA WATCHERS OFTEN describe 
the battles in elite Chinese poli- 
tics as a struggle between reform- 
ist and conservative camps. The reformist 
politicians favor more openness—greater 
democracy, more foreign investment—and 
conservative Communist Party stalwarts 
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favor turning back the growing private 
sector and closing China off from influ- 
ence of growing trade and openness. That 
simple framework led to the hopes that 
greeted Hu Jintao’s elevation to the coun- 
try’s top post of Communist Party secre- 
tary-general in 2002. Hu was depicted as 
the leader of a new generation of cadres 
ready to accelerate the liberalization of 
China’s controls on media, spur the private 
sector and usher in wide foreign access to 
China’s vast markets. 

While Chinese officials have contin- 
ued to make steady, incremental progress 
on many of those issues, those hoping for 
breakthroughs have been largely disap- 
pointed. On the eve of the 17th Party Con- 
gress set for Oct. 15, many of the same 
observers see President Hu’s ongoing con- 
solidation of power by placing allies in top 
provincial posts and the possible naming 
of his own successor as another chance for 
a breakthrough. 

In this forthcoming book, Northwest- 
ern University Professor Victor Shih pres- 
ents a compelling alternate framework for 
a key slice of Chinese politics-economic 
and financial policy making. He argues 
that rather than a duel between conserva- 
tives and reformists, Chinese policy mak- 
ing represents a series of compromises 
between a “generalist” faction that derives 
support from local provincial authorities 
vying with a “technocrat” faction sup- 
ported by central government bureaucrats 
seeking to consolidate control in Beijing. 

Prof. Shih believes the generalist fac- 
tion—headed by the Party’s top leader- 
typically dominates. He seeks to dole out 
favors to provincial leaders he needs to 
back him in China’s top ruling body, the 
Politburo. In the realm of economics and 
finance, that means giving financial sup- 
port in the form of loans or tax preferenc- 
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es. For their part, the technocrat faction 
jealously guards the center’s power over 
the economy and gains power by trouble- 
shooting nationwide problems—such as 
rising prices. 

In this way, local and central interests 
battle each other, shifting the balance of 
power between Beijing and the provinc- 
es. However, since the central bureaucrats 
lack a broad network of connections, Prof. 
Shih believes that they rarely threaten the 
generalist faction’s overall control, but in- 
stead fight for broader powers within their 
narrow policy portfolio. This view varies 
significantly from the reformer-hardliner 
framework because it assumes that Chi- 
nese policy makers share broad agreement 
on key issues, such as the superiority of the 
market economy and benefits of gradual 
reform and opening of the economy to the 
outside. 

The secrecy-cloaked world of Chinese 
politics makes it difficult to determine the 
appropriate model for understanding how 
Chinese politics work. Speeches by Chinese 
leaders distributed internally often vary 
significantly from those released publicly. 
Lower-level government officials are well- 
versed at touting the current policy line at 
forums and in interviews, even while de- 
bates rage internally. Media leaks can be 
punished harshly by powerful censors. 

This makes Prof. Shih’s decision to test 
his hypothesis in the realm of economic 
and financial policy making logical. De- 
bates over economic policies are crucial 
to social stability and national well-be- 
ing, while at the same time outcomes in 
economic policy making are more easily 
measured and tested than other policy 
spheres. In his analysis, he cites internal 
party documents and public speeches re- 
leased through official media, but also 


employs bank-lending data to gauge the 
signals being sent by top leaders. 

Prof. Shih posits that if the generalists 
are in the saddle they’ll push for faster 
loan growth, especially in provinces led by 
the allies of the faction’s leader. Once that 
loan growth begins to feed into inflation, 
party leaders sense a threat to social sta- 
bility and hand control over to the techno- 
crats, who rapidly clamp down on lending 
to stem soaring prices and boost their own 
power vis-a-vis local governments. 

Prof. Shih presents a statistical model 
that aims to prove his theory, but the book 
comes to life when he launches into a nar- 
rative depicting the post-1978 struggles 
among China’s political elite. This pres- 
ents Deng Xiaoping as a relentless and 
impatient advocate of faster, decentral- 
ized growth that several times threatened 
to throw China into an inflationary spiral. 
At one point, Deng’s lieutenant Zhao Zi- 
yang is cited as arguing in favor of Lat- 
in American-style hyperinflation. Later, 
former Premier Zhu Rongji emerges as a 
crafty bureaucrat who exploits the Asian 
financial crisis to centralize control over 
state enterprises and banks at the expense 
of faster growth. 

Prof. Shih ascribes neither of these two 
towering figures in Chinese financial pol- 
icy with the visionary foresight that many 
observers attribute to them. Deng is nor- 
mally hailed for the birth of Special Eco- 
nomic Zones and Mr. Zhu for negotiating 
China’s entry into the World Trade Or- 
ganization. Instead, he sees them both as 
shrewd political creatures, strengthening 
their hands by altering the balance of pow- 
er between local and national interests. 

How has China managed to navigate 
these conflicts in the highest ranks of 
power to achieve a strong track record on 
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growth and price stability? Prof. Shih an- 
swers that the generalists, who maintain 
the upper hand, have ample incentive to 
turn power over to the bureaucrats in a 
time of crisis rather than risking a rival 
generalist faction overturning their pre- 
dominance. That results in short spikes in 
inflation, but preserves a credible mech- 
anism for dampening inflationary ex- 
pectations. Once the crisis recedes, the 
generalist faction can again reclaim power 
and start unleashing resources for faster 
growth. 

The book also proves particularly time- 
ly. The concurrent rising threat of infla- 
tion and a key Communist Party meeting 
scheduled for Oct. 15 puts policy makers at 
a crossroads. As Prof. Shih’s model would 
predict, these conditions could lead to fis- 
sures in the alliance between President Hu 
and Premier Wen Jiabao. 

Beijing technocrats, led by Premier 
Wen, are now warning that rising food 
prices risk threatening broader price in- 
stability and more importantly social sta- 
bility—Chinese consumer inflation rose 
6.5% in August, its highest monthly rate 
in over 10 years. Bureaucrats are hyping 
that danger, arguing for tighter controls 
on lending and investment by local gov- 
ernments. At the same time, President Hu 
needs to reward newly promoted provin- 
cial leaders with financial favors to gar- 
ner their support to wield power over the 
Party apparatus. 

As China’s role in buoying the global 
economy continues to deepen, building a 
proper framework for understanding that 
push and pull in elite politics—and using 
those tools to foresee possible outcomes 
of Chinese policy becomes essential. Prof. 
Shih’s work makes an important contribu- 
tion to that effort. 
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SECURING JAPAN: 
TOKYO’S GRAND STRATEGY AND 
THE FUTURE OF EAST ASIA 
by Richard J. Samuels 
Cornell University Press, 
277 pages, $29.95 
NB 
Reviewed by ROBYN LIM 


HE WINNING OF the Cold War 
broadly resolved strategic issues 
in Western Europe but not in East 
Asia. In this region, now the focus of glob- 
al economic growth, great power rivalry 
has continued unabated, albeit on the ba- 
sis of different configurations of strate- 
gic interest. Attention is usually focused 
on whether China can resolve its central 
dilemma—reconciling capitalism with 
party control—and whether the United 
States will turn inwards as a consequence 
of a botched occupation of Irag. Only re- 
cently has the question of Japan’s “strate- 
gic trajectory” begun to get the attention 
it deserves. 

In 2004, Christopher Hughes published 
Japan’s Re-emergence as a “Normal” Mili- 
tary Power and Japan’s Security Agenda: 
Military, Economic and Environmental Di- 
mensions. This year Kenneth Pyle pub- 
lished Japan Rising: The Resurgence of 
Japanese Power and Purpose. Now we have 
Richard Samuel’s excellent new book to 
add to this rich mix. Mr. Samuels’s book, 
mercifully devoid of political science jar- 
gon, is essential reading for all those con- 
cerned about the peace and prosperity of 
the Asia-Pacific. 

None of these authors doubt that Ja- 
pan is slowly but surely putting on more 
military muscle, or that the United States- 
Japan alliance is rapidly becoming more 
“normal,” in that both parties perceive 
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growing costs and risks along with the se- 
curity benefits that the alliance provides. 
Mr. Samuels provides a valuable reminder 
that sovereignty has never been far from 
the top of Japan’s national security agen- 
da, even when Japan hewed to the U.S. so 
closely that it seemed to have become an 
“abnormal” country. 

Japan is indeed quite “normal.” It was 
always a delusion of the pacifists that Ja- 
pan could ignore the fact that it lived in a 
dangerous region, and could thus become 
a “giant civilian superpow- 
er.” Yet in the current state 
of regional strategic flux, 
Japan’s strategic trajectory 
is as murky as ever. 

One of the few things that 
can be said for certain is that 
differences among the Jap- 
anese conservatives, sunk at 
the onset of the Korean War, 
are now re-emerging with 
a vengeance. Mr. Samuels is 
especially good at outlining 
the gamut of opinion from 
the Gaullists on the far right 
to those who cling to the remnants of the 
Yoshida Doctrine of “mercantile realism.” 
He also points out that the Gaullist right is 
now joining with the traditional left in op- 
posing the existence of U.S. bases in Japan 
as an intolerable affront to sovereignty. 

Mr. Samuels argues that Japan will 
continue its “dual hedge” strategy. This 
involves relying on the U.S. to counter 
China’s growing military power, while 
continuing to build up Japan’s wealth and 
power without scaring the neighbors (or 
America) too much. He points out for ex- 
ample, that Japan’s Coast Guard has be- 
come almost a second navy, but remains 
off-budget and so far is sailing beneath 
the radar screen. Similarly, missile de- 
fense has a separate budget, thus allow- 
ing Japan’s defense spending to remain 
officially under the self-imposed limit of 
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1% of GDP. And, as is well known, Japan 
has kept all its options open in relation to 
nuclear weapons. 

Mr. Samuels hopes that Japan may be 
able to achieve a “Goldilocks preference”— 
its relationships with the U.S. being not 
“too hot,” which would invite the risk of 
entanglement, nor “too cold,” which would 
invite abandonment. Similarly, the “Gol- 
dilocks outcome” would mean a relation- 
ship with China that was neither too hot 
nor too cold. 

But is this wishful think- 
ing? Will Japan be content 
to rely on the U.S. “nuclear 
umbrella” in strategic cir- 
cumstances so different 
from those of the Cold War? 
In particular, the U.S.-Chi- 
na relationship is far more 
ambiguous than the fixed 
U.S.-Soviet enmity that pro- 
vided the essential glue for 
the U.S.-Japan alliance dur- 
ing the Cold War. 

Currently, Washington— 
as aconsequence of a botched 
occupation of Iraq—is negotiating with 
North Korea in ways that the assertive na- 
tionalists in Japan think are insufficiently 
attuned to Japan’s interests. Moreover, as 
Mr. Samuels points out, North Korea is giv- 
ing Japan reason to acquire capabilities that 
could also be used as a deterrent against 
China, without Japan’s needing to say so. 

It would be indeed a desirable outcome, 
including for the U.S. and China, if Japan 
were able to pull off the “Goldilocks out- 
come.” But does it have the skill to do so? 
Or is Japan too insular to be able deftly to 
weave its way through the tangle of inter- 
ests in East Asia? The Japanese are highly 
attuned to power, and thus to shifts in the 
international “correlation of forces,” but 
their skill is debatable. 

Here the past may be no reliable guide to 
the future. Japan showed great skill from 
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the time that Commodore Perry came bang- 
ing on the door until the early 1930s. Then it 
was downhill all the way to the Gétterdim- 
merung of 1945. Soon after that, the onset 
of the Cold War made it possible for Japan 
to enjoy a near-free ride on U.S. security 
while avoiding hard choices, and remain- 
ing as insular as it possibly could. Today, 
no one doubts that the Yoshida Doctrine is 
rapidly receding into history. But what will 
follow is much harder to say. 


GETTING RICH FIRST: 
LIFE IN A CHANGING CHINA 
by Duncan Hewitt 
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Chatto & Windus, 320 pages, $21.07 
ILEEN ZHANG, ONE of China’s 
best-known novelists from the 


1940s and ‘50s and the author of 


the short story Lust, Caution on which Ang 
Lee’s new movie is based, once lamented: 


In this era, the old things are being swept 
away and the new things are still being 
born. But until this historical era reaches 
its culmination, all certainty will remain 
an exception. People sense that everything 
about their everyday lives is a little out of 
order, out of order to a terrifying degree. 
All of us must live within a certain histori- 
cal era, but this era sinks away from us 
like a shadow, and we feel we have been 
abandoned. 


To a certain extent, this historical senti- 
ment still resonates deeply within Chinese 
society six decades after the Communist 
Party came to power. Former BBC corre- 
spondent, Duncan Hewitt, having first ar- 
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rived in Xi’an to study in 1986, witnesses 
first hand the unfathomable pace of change 
in China. Open-minded and thoughtful, 
Getting Rich First: Life in a Changing Chi- 
na explores the different ways people have 
adapted to the changes—changes which 
have seemed encouraging since Deng 
Xiaoping’s late 1970s pronouncement that 
some of the people should be allowed to 
get rich first. As the title suggests, the book 
focuses on the lives of ordinary people ina 
rapidly changing China; it speaks with the 
voices of those most affected by the eco- 
nomic developments of the past two de- 
cades, those who have succeeded, those 
who have been abandoned, those who re- 
main disillusioned and those still strug- 
gling to find some certainties. 

On the surface, places such as Beijing 
and Shanghai have truly reinvented them- 
selves, morphing into world-class cities by 
embracing urban planning and develop- 
ment. Since the 1990s, as the nation rushed 
to embrace economic development at all 
costs, the reconstruction, or rather de- 
struction, of old neighborhoods, buildings 
and lanes of great cultural significance has 
often been justified in the name of “mod- 
ernization.” 

Mr. Hewitt devotes the opening two 
chapters to analyzing the impacts of such 
urban renewal projects with the criti- 
cal eye of a cultural preservationist. His 
encounter with the Zhao family, whose 
century-old courtyard house in Beijing 
was due to be demolished to make way 
for the building of an activity center for 
retired government employees, reminds 
the reader of the personal sacrifices hid- 
den beneath the veneer of cosmopolitan 
grandeur. “Moving to a new home meant 
not just leaving behind the building where 
they had lived for decades, but the break- 
up of friendships and communities, and 
often the scattering of an entire way of 
life.” Such nostalgic feelings are thrust 
aside by government officials in provin- 
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Mr. Hewitt illuminates the painful side effects 


two decades of reform has brought upon Chinese society. 





cial capitals across China as they follow 
Beijing’s model in building a “large inter- 
national city.” The speed of change can be 
mind-boggling even for city residents: “A 
joke did the rounds that Beijing was the 
only place in the world where you had to 
phone a restaurant before going out for 
dinner, not to reserve a table, but to check 
that the building hadn’t been demolished,” 
writes Mr. Hewitt. 

One chapter highlights the inequalities 
and inefficiencies that erode the quality of 
life for farmers despite robust growth. Mr. 
Hewitt paints a bleak picture of an outdat- 
ed health-care system, underfunded edu- 
cation system, exploitative tax system and 
corrupt legal system undermining the live- 
lihood of peasants. The voices of these peo- 
ple are often lost amidst local government 
corruption and oppression. The national 
government has been more responsive re- 
cently, implementing health reforms, allo- 
cating education funds and abolishing the 
most grievous taxes, but there is no pana- 
cea for all the problems that have accumu- 
lated over the years of neglect. Although 
the author does not prescribe a single solu- 
tion or method, he contends that the key is 
a shift in the local authorities’ attitudes so 
that farmers are allowed in the decision- 
making process instead of simply being or- 
dered around. 

One section covers the growing impact 
of youth culture—what he dubs the “me” 
generation—in fostering individualism 
and in challenging traditional values and 
beliefs. In another chapter he reminds the 
reader of China’s “uneven sexual revolu- 
tion,” at times evoking sympathy for the 
plight of sex workers and their vulnerabil- 
ity to diseases, exploitation and prejudice, 
other times advocating for women’s rights, 
gay rights and the opening up of media in 


discussing these once taboo subjects. 

Although each topic is thoroughly re- 
searched and thoughtfully written, Mr. 
Hewitt starts with anecdotal evidence 
that is then backed up with statistics and 
surveys; the method alone carries with it 
some inherent flaws. I wonder in referring 
to the young generation as the “me” gen- 
eration, did he only have the urban youths 
in mind? Can he make the same general- 
ization about youths growing up in the 
countryside, that to them too this is a “me” 
generation, or are there already discrep- 
ancies due to the unequal distribution of 
wealth in this “me” generation? Are the 
phenomena he describes—the widening 
generation gap, the rebellion against sta- 
tus quo, etc—a reflection of a rapidly evolv- 
ing urban society or has its effects spilled 
over into the rural areas as well? 

Nevertheless, each chapter introduces 
thought-provoking issues with a critical 
tone. Though at times the problems seem 
so overwhelming that it leaves the reader 
wondering whether there is still hope, Mr. 
Hewitt suggests that for the most part the 
government is aware of these issues and 
is trying to manage them. But the learn- 
ing curve may only get steeper. A recur- 
ring theme throughout the book is the 
sheer speed with which the nation has em- 
braced change in the past two decades and 
the indelible mark this episode has left on 
the psyche of ordinary Chinese citizens. 
One could argue that most of the prob- 
lems discussed in this book have existed 
throughout the reform period, but they 
are magnified now that the pace of and 
demands of change are accelerating. On 
this note, Mr. Hewitt concludes the book 
with a question mark. Only time will tell 
whether the state can manage all the pain- 
ful side-effects of uncertainty. 
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Reviewed by MALIA POLITZER 


O BE CALLED a “Juki girl” in Sri 
Lanka is akin to being called a 
| whore. The label—derived from 
a brand of industrial sewing machine, 
and hence referring to women working 
in urban garment factories—carries asso- 
ciations of vulgarity, immorality, sexual 
impurity and the rejection of traditional 
Sinhalese Buddhist culture. Author and 
anthropologist Caitrin Lynch writes that 
the stigma of being a garment worker in 
Sri Lanka is so damaging that “newspa- 
pers advertising marriage proposals ex- 
clude garment workers with phrases ‘no 
garment girls’ or ‘no Juki girls.” This eth- 
nographic study examines Sri Lankan rural 
women workers’ efforts to both duck the 
“Juki girl” stigma already applied to their 
urban sisters, and redefine what it means 
to be a “good girl”—a label reserved for the 
“traditional” Sinhalese village woman who 
personify the ideals of Sri Lankan culture, 
morality and femininity. 

Ms. Lynch combines the discerning eye 
of the anthropologist with a deep familiar- 
ity with Sri Lanka’s country and people to 
write a refreshingly objective account of 
how gender is deployed in Sri Lanka’s strug- 
gle to grow economically yet maintain cul- 
tural authenticity. Her research methods 
are extensive: She spent nearly 18 months 
conducting ethnographic research in two 
rural, export-oriented garment factories, 
conducting formal and informal interviews 
and conversation with close to 900 work- 
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ers, politicians, factory managers, newspa- 
per reporters and villagers. She combines 
these primary sources with thorough his- 
torical analysis and academic research. 
The garment factory was introduced to 
urban Sri Lanka in 1977 when Sri Lanka 
opened up economically. By 1979, the “Juki 
girl” stigma was cemented in Sri Lankan 
culture—and remains today. How and why 
the “Juki girl” label was born, Ms. Lynch 
shows, is intimately related to Sri Lanka’s 
struggle to both open economically to the 
outside world, yet resist cultural Western- 
ization. Ms. Lynch describes how tradition- 
al women’s roles become key to Sri Lankan 
society’s efforts to navigate this dilemma: 


In the face of globalized economic and 
cultural processes, concerns about how 
women should behave are central to how 
Sri Lankans understand the effects of eco- 
nomic liberalization on their society. In 
many times and places, women have be- 
come symbols of the nation; the situation 
is no different in postcolonial Sri Lanka. 


According to Ms. Lynch, in order to 
maintain a sense of national identity in the 
face of the continuous physical threat from 
the Tamil Tigers on the one hand and cul- 
tural threat from “Westernization” on the 
other, Sri Lankans rely on a false dichoto- 
my. Cities are associated with wealth, mo- 
dernity, “Westernization” and corruption; 
villages with discipline, tradition, moral- 
ity and national identity. Women’s roles as 
“keepers of culture” are vital to the main- 
tenance of these dichotomies. So long as 
this distinction is maintained, Sri Lankans 
have a means of understanding Sri Lank- 
an identity and nationalism in the face of 
rapid changes to society catalyzed by glo- 
balization. 

But when an early 1990s government 
policy brought more than 200 garment 
factories to rural areas, the divide became 
muddled. Garment factories—which em- 
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ploy mainly women—are no longer strict- 
ly urban, but employ mainly “traditional” 
(read “good”) village women, confusing 
the rural-urban divide, and forcing rural 
female workers to navigate conflicting eco- 
nomic, social, and nationalistic pressures. 
Women’s struggles to both enter the labor 
market as factory workers and maintain 
a traditional village “good girl” identity is 
the primary challenge Ms. Lynch seeks to 
explain. 

That is no easy task. This overly ambi- 
tious book isn’t very well organized. The 
chapters, interspersed with autobiograph- 
ical essays by factory workers, cover sub- 
ject matter ranging from globalization, 
gender and labor, to the localization of fac- 
tory work, modernity and the history of 
Sri Lanka’s industrialization. The author 
also dedicates parts of the book to exam- 
ining the internal critiques of Sri Lanka’s 
industrialization process, and the feed- 
back mechanism reinforcing and reacting 
to those critiques. 

While the writing and organization can 
be confusing, one of the book’s strengths is 
its objectivity. Unlike many self-described 
gender-studies scholars, Ms. Lynch resists 
the urge to paint garment factories as in- 
herently exploitative and female workers 
as hapless victims. Instead, she adopts a 
more nuanced approach. Although she is 
critical of working conditions and man- 
agement techniques, she acknowledges 
the power that comes with earning an in- 
come and becoming a consumer. In this 
way, she shows how globalization empow- 
ers individual women by allowing them to 
enter the work force, even as it confuses 
“traditional” gender roles, leaving women 
vulnerable to social criticism. 

This is not a new story. Ms. Lynch dem- 
onstrates how the dilemma faced by Sri 


Lankan workers is similar to those faced 
by Lowell, Massachusetts women in the 
United States at the dawn of the indus- 
trial revolution; by Maquiladora workers 
in Latin America in the mid-20th centu- 
ry; and female factory workers during the 
late 20th century in Malaysia, Thailand, 
Korea and Mexico. History shows that it 
isn’t uncommon for societies to react with 
“moral panic” when women make that ini- 
tial shift from primary roles as daughters, 
wives and mothers to breadwinners. But 
this initial step, though difficult, is a nec- 
essary precursor to empowerment and 
equality. 

The short autobiographical essays scat- 
tered throughout the book show that fac- 
tory workers are acutely aware of the 
social stigma associated with their work. 
But they are equally conscious of the con- 
tribution they are making to society, and 
speak of their work with a certain degree 
of pride. Far from being deterred from 
working, they instead direct their efforts 
toward changing the “Juki Girl” image. 
When a manager’s father dies, women or- 
ganize to attend the funeral—a socially im- 
portant function reinforcing their “good 
girl” image. By playing out “traditional” 
gender roles within the garment factory, 
workers attempt to bring the “good girl” 
image to their roles as workers. 

Garment factories today are one of Sri 
Lanka’s biggest sources of employment 
and No. 1 export earner. Most employees 
are still women who continue to work un- 
der the “Juki girl” stigma. But it’s unlikely 
the stigma will continue indefinitely. The 
female workforce’s new position as a ma- 
jor economic resource—as it has in oth- 
er countries—will inexorably elevate and 
change the status of women, a change 
many traditional societies fear and resist. 
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Sri Lankan workers know this, and remain 
hopeful that their contributions will be 
recognized. 


CHINA ROAD: A JOURNEY INTO THE 
FUTURE OF A RISING POWER 
by Rob Gifford 
‘Random House, 322 pages, $26.95 





Reviewed by BIANCA BOSKER 


N CHINA, A nation increasingly 
claimed and tamed by the spread 
of highways, the Chinese are only 
beginning to experience the thrill of the 
road trip on a mass scale. Yet for centuries, 
even before Beijing laid down its paved 
highways, China’s roads have offered an 
allure to the Western traveler, as the li- 
braries of travelogues from Marco Polo’s H 
Milione to the diaries of Jesuit missionar- 
ies can attest. These texts reveal the road 
warriors’ implacable itch to keep moving 
toward new unknowns, their addiction to 
defying danger on the open road, and their 
insatiable appetite for storytelling. They 
not only “live to tell the tale,” but live in 
order to tell their tales. 

Like those who came before him, Rob 
Gifford couldn’t resist embarking on his 
own Chinese road trip. China Road re- 
counts Mr. Gifford’s journey along China’s 
“mother road,” also known as the “Chinese 
Route 66”: Route 312, a 3,000-mile high- 
way that stretches westward from Shang- 
hai, connecting the eastern coast with the 
China-Kazakhstan border. 

Mr. Gifford’s mission is twofold: bid 
farewell to China, which he will leave af- 
ter six years as National Public Radio’s 
Beijing correspondent, and answer two 
fundamental questions about the Mid- 
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dle Kingdom. First, is the nation, so full 
of problems but also promise, destined 
for greatness or implosion? And, he asks, 
“who exactly are the Chinese people?” 

To answer these questions, he turns not 
to political scientists, government officials 
or experienced China watchers, but rath- 
er to the people, believing these individu- 
als, too often described only by numbers 
or overgeneralized analyses, should speak 
for themselves. “Ifyou really want to know 
about China, real China,” Mr. Gifford 
writes, “there are few better ways to find 
out than a long conversation with an or- 
dinary long-distance truck driver, barrel- 
ing across the Gobi Desert.” He sets out on 
the road with few plans or appointments, 
preferring instead to let the story emerge 
itself, rightly placing faith that China, with 
all its changes, people and problems, will 
deliver something new and surprising. 
And indeed it does. 

A long-distance trucker is only the be- 
ginning. As he travels by taxi, bus and truck 
(even hitchhiking a few rides) Mr. Gifford 
encounters a broad cross section of individ- 
uals from China’s megalopolises and hinter- 
lands. Among them, a Daoist hermit with a 
cell phone, a Chinese Hooters hostess, and 
a disgruntled citizen walking across China 
in a one-man anticorruption campaign. 

Mr. Gifford splices interviews and an- 
ecdotes with references to China’s past, 
hoping history might illuminate China’s 
present predicament and offer insight into 
the nation’s future trajectory. Noting the 
rise and fall of dynasties over the last two 
thousand years, Mr. Gifford hypothesizes 
that the nation may be caught in a circular 
pattern of history that is bound to repeat 
itself. The top-down power structure of 
the communist regime not only resembles 
the hierarchical order of the feudal dynas- 
ties, but the simmering unrest in China’s 
countryside could prove, as it has so many 
times in China’s dynastic history, to be the 
government’s Achilles’ heel. 
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He also suggests that there may be no al- 
ternative to the current government model 
that maintains a single, virtually omnipo- 
tent leader at the helm: China’s legacy of 
Confucianism, as well as country’s unifi- 
cation during the Qin Dynasty (221 B.C. to 
206 B.C.), which brought together dissim- 
ilar, often independently minded ethnic 
groups, has created the need for a strong 
hand that can keep the nation intact. For 
this reason, Mr. Gifford posits that is pos- 
sible the government will never be able to 
relax its restrictions on critical thinking 
and free speech: 


[China] has never been, and may never be, 
able to allow independent thinking. The 
system, whether Confucian or Commu- 
nist, is simply not built to permit it, be- 
cause independent thinking will of course 
lead to questions about China’s political 
system, and if China is to hold together, 
questioning like that cannot be tolerated. 


At the end of his journey, Mr. Gifford 
still seems uncertain as to how to answer 
the questions he posed at the outset. 


What do I think? It depends which day 
you ask me. China messes with my head 
on a daily basis. One day I think that it 
really is going to take over the world and 
that the Chinese government is doing the 
most extraordinary thing the planet has 
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While Mr. Gifford’s uncertainty is forgivable in dealing with 
a nation as complex as China, his methodology is less so. 





ever witnessed.,... The next day it will all 
seem built on sand and I expect it all to 
come tumbling down around us. 


He admits that he doesn’t know the an- 
swer, that he’s confused by China. “And if 
you’re not confused,” he tells the readers, 
“then you simply haven’t been paying at- 
tention.” 

While Mr. Gifford’s sense of uncertain- 
ty is forgivable when dealing with a na- 
tion as complex and confusing as China, 
his methodology is less so. Many of the 
conversations and interviews from which 
he draws his conclusions about China fail 
to go beyond travel chitchat—the generic 
pleasantries exchanged between strangers 
on a bus, or with a waiter in a restaurant. 
As a result, China Road leaves the reader 
with a sense that Mr. Gifford hasn’t made 
good on his promise to deliver a nuanced, 
more intimate portrait of the people he 
says have been reduced to “faceless mass- 
es in the Western mind.” 

China Road falls far short of what Pe- 
ter Hessler accomplished in Oracle Bones 
and River Town, two books that present a 
similar type of journalistic jaunt through 
China. Mr. Hessler’s portraits of the na- 
tion, also drawn from interviews, person- 
al anecdotes and history, are captivating 
even for the most experienced China hand, 
while most of Mr. Gifford’s tales will be old 
news to any seasoned China observer. 
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BURMA: STRAINING AT THE SEAMS: 
WIDESPREAD DISCONTENT COULD 
FORCE POLITICAL CHANGE 
by V.G. Kulkarni in Rangoon 


Vol. 141, No. 27, 7 July 1988, Page 16 
HE BURMESE BELIEVE in the 
T Buddhist Law of Constant Change: 

appearances are an illusion and all 
things are subject to change. To a visitor, 
surface appearances in this gentle land— 
despite the recent riots and killings—have 
remained the same in the quarter-century 
since Burma lapsed into self-imposed soli- 
tary confinement. 

The army, which has fused into the only 
political party in the country, runs the re- 
gime and is seemingly united and loyal to 
Chairman Ne Win, the 77-year-old retired 
general. There is some talk of younger offi- 
cers being disgruntled with the old guard, 
but such rumors have been perennial. 

The people have been progressively 
pauperized by the regime, but continue to 
bear the hardships with a patience border- 
ing on the stoic. What the Burmese can- 
not get by legitimate means, they acquire 
on the thriving black market. Despite de- 
privations there is still enough rice to eat. 
There were spontaneous student riots dur- 
ing March and June in Rangoon, but these 
riots were swiftly and ruthlessly stamped 
out, just as those of last September and the 
ones in the mid-1970s. 

All the same, resident diplomats have 
begun to sense a slow undercurrent of 
change. As the reason for the inevitability 
of change, they cite the sheer hopelessness 
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of the economic system. The state’s coffers 
are almost empty and any further deterio- 
ration could be the straw that breaks the 
camel’s back. 

Rice exports, the country’s main for- 
eign-exchange earner, are expected to be 
virtually nil this year and the country has 
had to borrow money to import fuel. Cur- 
rent foreign-exchange reserves of $20 mil- 
lion could not even pay for a few days of 
imports. As the country cannot service its 
debts, pressure from creditors and donor 
countries is building up to liberalize the 
economy. 

The combination of domestic and exter- 
nal pressures and the regime’s awareness 
of its gravity are seen as the ingredients of 
the inevitability of change. However, no- 
body seems sure how these changes willbe 
brought about and who among the leaders 
will chart a new course. A half-hearted at- 
tempt by the current leaders to relax some 
economic controls would be an easy op- 
tion, But that might be a case of too little, 
too late. A full-scale liberalization would 
cut at the roots of the regime, which has 
survived because of its thorough contro! 
of all aspects of society. 

Under the one-party rule of the Burma 
Socialist Program Party (BSPP) any orga- 
nized opposition is banned. Although the 
Burmese constitution grants its citizens 
fundamental rights, including the free- 
doms of speech, publication, “association, 
assembly and procession,” these are to 
be exercised only through organizations 
“permitted by law,” which in turn is en- 
acted by the Bspp’s parliament. 

Workers, peasants, youths, students, 
writers and even the clergy are all orga- 
nized under party-controlled bodies. A few 


A full-scale liberalization would cut at the roots of the 


regime, which has survived because of its thorough control. 





dissident student groups do operate clan- 
destinely, but they tend to be small and 
disorganized and to have little national co- 
ordination. In any case, these groups dis- 
sipate soon after the immediate emotive 
issue of their discontent erupts into spo- 
radic violence. 

In the past two decades, the first large- 
scale student unrest occurred in 1974 over 
the burial of U Thant, a veteran politician 
and former U.N. secretary-general. It was 
not until late last year when Ne Win de- 
monetized almost 80% of the currency in 
circulation—without compensating the 
holders of the old money—that the next 
major student unrest took place. In March 
and June this year, Rangoon students ri- 
oted again. In all these cases, though parts 
of the urban population joined the student 
protests, the riots soon fizzled out after 
mass arrests were made. 

The employment opportunities for 
graduates—limited as they are—are also 
controlled by the state and act as a damp- 
er on student activism. A coalition of stu- 
dent activists and disaffected urbanites 
is also hard to forge. Burma never had a 
sizeable urban middle class. Most of the 
professionals and entrepreneurs—main- 
ly ethnic Indians and Chinese—fled the 
country after the military regime nation- 
alized businesses in the mid-1960s. Most 
of the already run-down industry remains 
in the state sector, whose workers belong 
to party-controlled unions. It is only the 
dispossessed urban under-class—the ped- 
dlers and hawkers—who have joined spon- 
taneously with the students in the riots. 

The Burmese Buddhist clergy, or the 
Sangha, traditionally the least politicized 
in all of Asia, did agitate against the British 
and later joined the riots in the mid-1960s. 
But Ne Win’s brand of socialism trended 
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gingerly on religious sensitivities and it 
was not until 1980 that he moved to co- 
opt the clergy. In that year he convened 
a national congregation of the Sangha to 
sort out scriptural disputes. In the tradi- 
tion of old monarchs, Ne Win built a new 
pagoda and took the opportunity to weed 
out younger dissident monks. 

As a sop to the ageing abbots, he al- 
lowed the Sangha to issue its own regis- 
tration cards to monks. They had earlier 
refused to accept the state-issued cards. 
Having protected and pampered the in- 
stitution of the Sangha, the authorities 
organized the clergy into cells right down 
to the village level, along the lines of the 
BSPP. The traditional role of the monks in 
education and health care has been taken 
over by the state apparatus. Abbots and 
their entourages move about in large mo- 
torcades, not unlike officials. Apart from 
begging for alms, the monks have little 
mass contact. 

The disaffection in the lower ranks of 
government is easily dealt with. All state 
employees, including the army and the po- 
lice, are required to apply for BSPP mem- 
bership, which is granted in varying stages 
over several years. The party’s strength 
is currently estimated at about 2.5 mil- 
lion. All government workers and a host 
of other aspiring informants work as the 
regime’s eyes and ears looking for mal- 
contents in society. The middle and upper 
ranks of bureaucracy are full of retired sol- 
diers who form an elite group with special 
material privileges. Politicians pre-dating 
the 1962 military coup have been bought 
off by pensions.... 

That leaves the army as the only orga- 
nized and efficient force capable of wield- 
ing institutional power. The last, aborted, 
military coup was by some junior officers 
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in 1976. There have been occasional rum- 
blings in the military since then, particu- 
larly among the graduates of the Defense 
Services Academy (DSA) established in 
1954. The early batches of the DSA now 
occupy crucial command positions at the 
regional military commands and the elite 
light infantry divisions (LID). They tend 
to be better qualified than the old-guard 
generals who rose through the ranks and 
lacked formal education. Many of the 
younger officers have been trained abroad. 
Some of them are known to feel that while 
they have done a good job of containing 
the ethnic insurgencies, the top leadership 
has mismanaged national policies. 

But wily Ne Win has kept a tight rein on 
these Young Turks, too. He has used the re- 
sentment of the old guard against the psa 
officers to his advantage. Any rising star is 
quietly shunted off into retirement or harm- 
less jobs in civilian departments or embas- 
sies abroad. Commands of the nine military 
regions and the eight Lips are not given 
without Ne Win’s approval. Diplomats do 
not foresee any power play by the psa of- 
ficers in the near future—at least as long as 
Ne Win’s personal control is intact. 

When Ne Win dies or is otherwise inca- 
pacitated, the most likely succession could 
involve a junta from the top ranks of the 
party’s central executive committee. With- 
out a dominant figure, the junta could be a 
collective leadership manning an interim 
government. Some analysts foresee the DSA 
Young Turks making a bid for power after 
the interim junta begins faltering. 

Despite a heart attack some years ago, 
Ne Win is considered healthy for his age 
and is in no hurry to appoint a successor. 
But he is known to be acutely conscious of 
his place in national history. By the reck- 
oning of some Burmese, his reign has not 
been the total disaster made out by many 
foreigners. He came to power when sepa- 
ratist insurgencies were on the rise. 
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In the past 26 years, he has succeeded 
in beating back the communists and the 
ethnic separatists to the border region. He 
has also divested the economy from the 
control of foreign powers as well as resi- 
dent foreigners—mainly Indians and Chi- 
nese—and given it back to the Burmese. 
The trampling of democratic norms does 
not bother Burmese peasants who have 
long been used to authoritarian rulers. 

But Ne Win is aware that the legacy 
of strong rule has also left the economy 
in a shambles. The chairman is known to 
have told friends and family that the state 
of the economy has given him sleepless 
nights. Last August, he openly acknowl- 
edged these shortcomings and other Bur- 
mese leaders have since joined the chorus, 
leading diplomats to expect that major 
changes in economic policies might be in 
the offing. 

The Bspp’s next congress, originally 
scheduled for 1989, is expected to be held 
sometime later this year to chart a new set 
of polices. Analysts expect the congress to 
slowly open up the economy to the private 
sector and also to some carefully chosen 
foreign investment. The ethnic Chinese 
and Indians who had lost their citizenship 
might be allowed to restart their business- 
es and the state sector could be stream- 
lined. More important, Rangoon is also 
expected to devalue the local currency 
from its unrealistic 6 kyats to the dollar to 
somewhere near the black market rate of 
about 40 kyats to the dollar. 

While these changes will not immedi- 
ately turn the economy around, they could 
pave the way for medium-term improve- 
ments. Even if Ne Win succeeds in effect- 
ing the reforms piecemeal and over the next 
year or two, he will have begun to undo the 
past damage. And if Burma does receive a 
strong dose of economic liberalization, 
changes in the political order would be- 
come inevitable. i 
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Comrades! 
Protect the Stock Market! 


HERE’S A NOSTALGIA kick for those old Chi- 
na hands who remember when everyone 
wore zhongshan zhuang (commonly known 
as “Mao suits”) and ate and drank out of 
cheap tin mugs covered in white enamel, 
often emblazoned with the name of one’s 
school or work unit. The mugs are back in 
vogue, thanks to a Shanghai emporium of 
revolutionary kitsch, Madam Mao’s Dow- 
ry on Fumin Road (known before 1949 as 
Route Amiral Courbet). The updated ver- 
sions feature pseudopropaganda slogans, 
such as “Maintain Sharp Vigilance, Pro- 
tect the Stock Market.” The shop also 
does a booming trade in tongue-in-cheek 
Lei Feng T-shirts, the “angry panda” de- 
signs of Zedong Fashion, etc. While even 
pop art images of the “Great Helmsman” 
turn our stomach, seeing the iconography 
of Maoism turned to capitalist purposes 
does have a certain appeal. 





Bankers in the Brothels 


THE FEVER FOR “empowering” women 
through microloans has finally reached 
its ne plus ultra in Bombay’s red-light 
district of Kamathipura, the Hindustan 
Times reports. The Sangini Mahila Seva 
Cooperative Society provides the area’s 
sex workers with bank accounts and loans, 
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for instance to buy a car to get around in- 
stead of walking the streets. 

As one sex worker reports, “It’s sim- 
ple and convenient. Most importantly, it 
makes me feel secure.” While the coop- 
erative may help its 750 members prevent 
pimps and goons snatching away their 
earnings, the prostitutes might also be 
helped by better government recognition 
of other dangers. In the Mumbai region es- 
timates of HIV/AIDS infection rates among 
sex workers run as high as 50%, which 
means many of the cooperative’s custom- 
ers may not be around long enough to pay 
back their loans. 


On Your Bike 


THE WORLD BANK is an institution in search 
of a reason to exist, and now it appears to 
have found one: brain-injury prevention. 
One of TT’s colleagues received an email 
from the Hanoi office’s communications 
officer, Nguyen Hong Ngan, reminding ev- 
eryone to wear our helmets, presumably 
while riding a bicycle although this was 
not specified. 

Mr. Nguyen also provided a lot of infor- 
mation about how to wear it correctly, the 
three ways in which helmets protect you, 
and even what color helmet to wear — ac- 
cording to a New Zealand study, white hel- 
mets are associated with a 24% lower rate 
of accidents compared to black helmets. 

However, and this is most important to 
note, helmets “are NOT designed to prevent 
injuries to other parts of the body.” Your 
tax dollars at work. 


Contributions to Travellers’ Tales can be emailed 
to tales@feer.com. Read more Travellers’ Tales 
online at www.feer.com/tales. 
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CONFERENCE ——————— Grand Hyatt, Hong Kong 


Don’t miss this opportunity to attend this highly anticipated event and 
hear experts from around the world discuss the most pressing 
finance - related issues facing the region. . . 


KEYNOTE SPEAKER: 


QI Bin 
Director General, Research Center 
China Securities Regulatory Commission 


PANEL 1: COMMERCIAL BANKING IN CHINA 


MODERATOR: xe PANELISTS: 


3 


Nicholas LARDY Wade DEFFENBAUGH Dr. Wenzhong FAN Elaine LA ROCHE Weijian SHAN 
The Peterson Institute for Deloitte Touche China Banking China Construction TPG Capital 
International Economics Tohmatsu Regulatory Bank 
Commission 
How have the listings of the Big Four changed the banking industry in China? Are they moving toward market-driven 
operations and how realistic are their global ambitions in the medium term? 
How have recent regulatory changes affected the banking industry? Are banks more free to control their pricing? 
J What are the greatest growth opportunities in Chinese banking? 
@ What progress have the foreign banks made in entering the China market? 
How quickly and successfully will Chinese banks realize their global expansion ambitions? 


PANEL 2: CHINA AND WORLD CAPITAL MARKETS 


MODERATOR: | PANELISTS: 
as ae 
=! | 
iy 


Arthur B. Jing ULRICH 
CULVAHOUSE Hong Kong Exchanges JPMorgan Securities - 
O'Melveny & Myers LLP & Clearing Limited 


How are the various national exchanges reacting to rising competitive pressures, changes in regulatory regimes, and 
shifting financing patterns? 
How will current trends in the various regulatory regimes affect listing traffic globally? 
To what extent are Chinese companies really being “scared away” from the US listing processes? Is access to US ` 
capital via 144A offerings of concern, as a matter of global governance? 
| How much of a boost will the HK stock market receive from the recent announcment permitting PRC residents to invest 
_ directly in HK listed stock? 
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Rebecca BLUMENSTEIN QI Bin Dr. XU Gang 
The Wall Street Journal China Securities CITIC Securities 
Regulatory Commission 


Will the A share market continue its recent upsurge? Are the domestic markets a viable exit for private equity investors? 
Will the pressure for Chinese companies to list domestically affect the flow of offshore listings? How long will it be 
before they will be able to rely on domestic markets as their primary source of capital markets funding? 

1 What is the role of domestic-foreign JV's, and what will it be in the coming years? How likely will it be for China to 
permit overseas companies to obtain a secondary listing in China? 


4: CROSS-BORDER M&A 


Howard CHAO Stephen G. PAGLIUCA David Dr. Jonathan WOETZEL 
O'Melveny & Myers LLP Bain Capital RUBENSTEIN McKinsey & Company 
The Carlyle Group 


1 Inbound M&A is replacing traditional greenfield investing as the China entry strategy of choice. What accounts for the change? 
| The new China M&A regulations make inbound acquisitions difficult where sensitive industries or national brand names 
are involved and a number of recent larger transactions which encountered significant approvals resistance. What does 
this portend for the future of inbound M&A? 
O Chinese outbound investment transactions are on the increase and the deals are getting more complex. What are the 
next wave of deal structures that will emerge? 
[| What will be the role and impact of the $200billion new China Investment Corporation? 


PANEL 5: CHINA’S RMB & FOREIGN CURRENCY ISSUES 


Henny SENDER Stephen GREEN Dr. Fred HU 
The Wall Street Journal Standard Goldman Sachs 
Chartered Bank 


J Permitting PRC residents to invest in Hong Kong is a milestone for RMB convertibility. What are the next likely steps? 

J Is there a “right” or “fair” exchange rate for the RMB? 

J What impact will the RMB as an international currency have on regional and international financial markets? What will 
Hong Kong's role be in expanding the international role of the RMB? 

q Will RMB bond issuances and other RMB transactions in Hong Kong become common? 

J Will China be able to complete the move to full convertibility of the RMB by 2010, as the current 5-year plan states? 
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There are 193 countries in the world. 
None of them are energy independent. 


So who's holding whom over a barrel? 
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The fact is, the vast majority of coy 
the few energy-producing nations that won the 


So if energy independence is an unrealistic goal, how 
does everyone get the fuel they need, especially in 


a world of rising demand, Supply disruptions, natural 
disasters, and unstable regimes? 


True global energy security will be a result of 


Cooperation and engagement, not isolationism. 


flow freely across borders, the engine of innovation 


Succeeding in securing energy for everyone doesn't 
have to come at the expense of anyone. Once we all 
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S PAKISTAN PREPARES for a return to democracy after eight 
A years of military rule, the attempted assassination of opposi- 
tion leader Benazir Bhutto in Karachi is a stark reminder of 
what’s at stake. While domestic politics have always been chaotic, the 
bright spot has long been the failure of radical Islam to gain a signif- 
cant following among the populace. But the use of a suicide bomber, 
and the horrific death toll, is just one sign that this may be beginning 
to change. 

As retired Gen. Shaukat Qadir writes in this issue, the conflict in 
neighboring Afghanistan is already radicalizing the Pashtun tribes 
living in Pakistan’s Northwest Frontier Province. If the newly elected 
government degenerates into the kind of backbiting, gridlock and cor- 
ruption that characterized previous democratic administrations, the 
alienation could spread into the cities. The next administration needs 
to prove itself quickly, and move to defuse the growing crisis in the 
tribal areas. 

REVIEW Deputy Editor Colum Murphy was in Karachi for Ms. Bhut- 
to’s homecoming, and he writes this month about the prospects for a 
free and fair election. Even as Pakistani society has been developing and 
maturing, the political system has remained stagnant. If the leadership 
cannot catch up with public expectations, the resulting disaffection 
could drive voters into the Islamist fold. 

Fortunately there are some good models of how to make the transition 
from an authoritarian regime to democracy. In Taiwan this past month, 
we spoke with former President Lee Teng-hui about the challenges the 
island continues to face as its young democracy seems to transform it- 
self with every news cycle. His description of the “emperor complex,” in 
which the egos of democratically elected leaders drive them to behave 
like their unelected predecessors, is a warning to current President Chen 
Shui-bian as well as his colleagues around the region. 

Finally, this past month we launched a new feature of the REVIEW 
Web site, the FEER Forum (www.feer.com/forum). The forum, which is 
free, is already being updated regularly with shorter contributions from 
the region’s thought leaders on a wide variety of topics in the news. We 
hope that this will be a useful tool for readers to follow the pressing is- 
sues of the day and add comments. This is just the first step in an ongo- 
ing process of redesigning our Web site over the next six months which 
will also see the addition of multimedia content and updates to make 
feer.com a hub for Asian opinion and analysis. 
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LETTERS 





Fascism Unpunished 


THE VIOLENT CRACKDOWN against peace- 
ful protesters in Burma by that country’s 
military-led government is a blow to the 
credibility of the Association of Southeast 
Asian Nations. It proves the failure the 
grouping’s “constructive engagement” 
policy toward the isolationist nation. 

The leaders of member nations should 
seriously consider the calls to have Burma 
suspended or expelled from the grouping 
during its summit this month. The seem- 
ingly drastic move is justifiable seeing how 
the regime has adopted a recalcitrant at- 
titude toward the expectation of the world 
community that nation states behave in a 
civilized manner when dealing with legiti- 
mate domestic dissent. 

The ball is in Asean’s court and the good 
people of Burma are crying out for justice. 
Let us not disappoint them, let Asean lead 
in finding a just end in that nation’s long- 
running saga. History will judge us ac- 
cording to our success in resolving this 
shameful episode in Asean’s otherwise 
exemplary history as a grouping. 

Irmohizam Bin Ibrahim 
Malaysia 


AT THIS CRITICAL time in Burmese poli- 
tics I wish to offer a real guide to democra- 
cy to answer the junta’s farcical “roadmap 
to democracy.” 

First, Burma must release Aung San Suu 
THE FAR EASTERN ECONOMIC REVIEW wel- 
comes letters to the editor sent via fax to (852) 
2503-1530, by email to letters@feer.com or by 
post to GPO Box 160, Hong Kong. Submissions 
must include the author’s full name, address and 
daytime contact numbers. The REVIEW reserves 
the right to edit letters for length and clarity. 








Kyi from house arrest and unconditional- 
ly agree to the United Nations’ proposal 
to hold democratic elections. Second, the 
junta must hand over all political and gov- 
ernmental powers to the duly elected lead- 
ers of the majority political party. Third, a 
constitution must be drafted by a select, 
joint team of jurists and political scientists 
from the U.N. Political Committee and the 
elected Myanmar National representa- 
tives. Finally, this draft of the Constitution 
must be approved by a clean majority. 
Only after the above steps are method- 
ically completed, can the world expect a 
peaceful transformation of Burma into a 
viable democracy. 
Ratnam Thiru 
Colombo, Sri Lanka 


The Future for Fukuda 


WITH SHINZO ABE’S unceremonious exit 
from the center of Japanese political pow- 
er after just a year, Yasuo Fukuda claimed 
the overwhelming support of the factions 
in the Liberal Democratic Party to replace 
Mr. Abe and clinch the premiership. 

Mr. Fukuda has a more favorable dispo- 
sition towards Beijing, as can be reflected 
by his choice of the more China-friend- 
ly ministers. While Mr. Abe walked in 
the shadow of the Lpr elderly and found 
them difficult to please, 71-year-old Mr. 
Fukuda is relatively at ease with his LDP 
contemporaries. This will allow him great- 
er freedom to run the country. 

Mr. Fukuda is trying to send signals to 
the opposition Democratic Party of Japan 
that he wishes to collaborate with them, 
which could pave the way for rejuvenation 
of the Lpp as well as improve its perfor- 
mance in the next general election. How- 
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ever, if he fails it would certainly spell the 
beginning of the end of Lpp’s grand era. 
With a strong and competent govern- 
ment that strives for global peace (espe- 
cially in East Asia), Mr. Fukuda should 
be able to rebuild trust not justin the 
LDP but also in Japan and the world at 
large. Let’s hope so. 
Zi-zenn Chen 
Hong Kong 


In Denial 


1 TOO CANNOT accept Andrew McRobert’s 
assertions (“Letters,” October 2007). Neo 
con? No. Denial? Yes. For September 2007, 
I suggest FEER change its title to FEED, Far 
Eastern Economic Denial. Deny global 
warming, forced prostitution and the prob- 
lems of nuclear power all in the same issue? 
All you needed was Mahmoud Ahmadine- 
jad denying the Holocaust and you could 
have had four of a kind. These writers do 
not represent “one half of the political spec- 
trum.” They represent a minor “fringe” of 
the spectrum. 

Mr. Matsumura, who exactly prosecut- 
ed those responsible for forced prostitution 
of Dutch women? Please name the specific 
Japanese courts, Japanese judges and Japa- 
nese prosecutors. Please do not be ambig- 
uous with the statement: “After the war’s 
conclusion, officers and soldiers implicat- 
ed in the case were prosecuted: some were 
sentenced to death.” Are the women who 
claim they were forced into prostitution ly- 
ing? Then why not sue them for libel? 

Mr. Kidd, who are you trying to 
kid? How many more Three Mile Islands, 
Chernobyls and Tokaimuras do we need 
before we realize nuclear power is far from 
a “promise.” 

Mr. Akasofu, maybe global warm- 
ing isnatural and maybe we are not 
responsible, but sticking our collective 
heads in the sand is not the human way. 
We work to change our environment. We 


ga 


do not wait for the results of global warm- 
ing while muttering “It’s not my fault, so 
there is nothing I need to do.” 
Too much denial for one issue. 
Jack Sarles 
San Antonio, Texas 


Threatened Democracies 


PD LIKE TO congratulate FEER on its in- 
sightful articles (“The Burmese Way to 
Fascism,” “Dangerous Delusions over Tai- 
wan” and “The True Legacies of Roh and 
Chen”) in which the real enemy to democ- 
ratization in East Asia has been exposed. 
Three military dictatorial regimes 
in Rangoon, Taipei and Seoul in the 
1950s embarked on separate ways be- 
tween international isolation and rec- 
Ognition, economic stagnation and 
development. Had there been no demo- 
cratic influences from the outside world, 
the remnants of a murderous Leninist par- 
ty and a repressive junta could still be rul- 
ing Tatwan and South Korea. Today, both 
countries could be pushed back to the pres- 
ent stage of Burma or even worse, should 
bad influences, also from the outside world, 
prevail. The communist-turned fascist 
China is not only accountable for its own 
worst human-rights crimes, but also for its 
manipulative support of the Burmese jun- 
ta, the dictator in Pyongyang and Taipei’s 
fifth column saboteurs who serve nothing 
but China’s interest of destroying Taiwan’s 
burgeoning democracy. 
Samuel Wu 
Taipei, Taiwan 


Correction 


AN ARTICLE IN last month’s REVIEW (“Sin- 
gapore’s Failing Bid for Brainpower,” ) 
Kristopher Olds was described as a teacher 
at the University of Michigan. He actually 
teaches at the University of Wisconsin. 
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Defusing Pakistan’s 
Tribal Rebellion 


by Shaukat Qadir 





INCE SEPTEMBER 2007 the 
Pakistan army’s troop 
build-up in the country’s 
tribal belt has reached un- 
precedented levels. In the 
last month, the military has deployed an 
additional 2,500 security personnel armed 
with heavy artillery, armed helicopters 
and air support to re-establish state con- 
trol in the face of increasing defiance. 

In Swat, an area not bordering Afghan- 
istan, Maulana Fazlullah, a rebel cleric, is 
intent on imposing his own interpretation 
of Shariah, Islamic law, in defiance of state 
laws. In Waziristan and Bajaur, both bor- 
dering Afghanistan, the local tribes have 
revolted against the state. They have cap- 
tured more than 400 security personnel, 
and while some 50-odd have been re- 
turned to their organizations, every few 
days the bodies of others are found mur- 
dered. Why have the Pashtun tribes sud- 
denly decided to challenge the state? And 
can they be suppressed by force? 

It is impossible to understand the cur- 
rent situation without tracing the histori- 
cal events that have changed the entire 
fabric of the traditional tribal structure 





and led to the current violence. This is an 
insurgency instead of a war by (or against) 
terrorists. Failure to understand this will 
lead to a disastrous decision to continue to 
use force to suppress a movement that can- 
not be put down by power alone. 


Changing Pashtuns 


WITHIN THE PASHTUN belt of Northwest 
Frontier Province the tribes have always 
been fiercely independent and refused to 
accept foreign domination. Consequently, 
the British colonial authorities lived in a 
state of uneasy peace with them and made 
no attempt to bring them within the fold 
of British India. In 1947, at the partition of 
India, these tribes readily became part of 
Pakistan. However, apprehensive of the 
consequences of bringing them complete- 
ly within the fold of the Constitution, the 
new nation accorded them special status, 
which they continue to enjoy. 

This means that these tribes are ex- 
empt from all forms of taxes. Tribal cus- 


co Mr. Qadir is a retired brigadier general of the 
Pakistani army, based in Rawalpindi, Pakistan. 
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toms and traditions remained inviolate; in 
other words, while they have representa- 
tion in both houses of parliament, they are 
self-governing entities within the state of 
Pakistan. Even the national security forc- 
es are welcome to operate in their areas 
only for specific purposes. No Pakistani 
government has made any endeavor to 
change their status, even when the tribes 
were ripe for it. 

Traditionally, the Pashtun tribes, 
whether Afghan or Pakistani, are very 
egalitarian, more so than any other region 
of Pakistan, in the sense that every mem- 
ber of the tribe enjoys equal rights as far 
as the application of tribal law is con- 
cerned. However, they also have a very 
strict class system, which is based not on 
wealth but as a demonstration of respect 
to members of certain families whose fore- 
fathers may have done the tribe a notewor- 
thy service. Only scions of certain 
traditionally respected families, the “blue 
blooded,” may become members of the 
tribal council of elders or jirga. The council 
decides on who is to be included as amem- 
ber and who will lead it. Each tribe or sub- 
tribe will normally have its own jirga that 
meets and confers on an ad hoc basis. 

The council functions as the legisla- 
ture, judiciary, and the executive; ensuring 
equality and justice to all members of the 
tribe; crimes committed outside the tribal 
area may be ignored or dealt with lightly, 
but those committed against fellow tribes- 
men are dealt with promptly and harshly. 
An individual cast out of the tribe is ostra- 
cized even by his own family. Disputes be- 
tween tribes or those involving members 
of two tribes are usually settled by a com- 
bined jirga of the tribes involved. 

While on the complaint of a commoner 
who feels that one of the elders has denied 
his rights, the council can oust that elder 
from the council, it was inconceivable in 
the traditional tribal system for a com- 
moner to be able to lead a revolt against the 
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system. Moreover, the mullah or cleric 
used to be very far down the scale of the 
tribal class system. A Pashto saying, in 
which an elder is addressing a mullah 
roughly translates to, “I will not let people 
consider you below a menial, but don’t 
dare look upwards.” All this has since 
changed: Today commoners are not only 
challenging the system, they are killing 
tribal elders who they perceive as being in 
opposition to them. They have executed 
more than 40 elders in the last year or so 
for supporting President Pervez Mush- 
arraf, or being pro-United States, which is 
considered to be the same thing. These 
days the mullahs—supported by armed 
militant revolutionaries—dictate terms to 
tribal elders. 

The traditional tribal structure in both 
Afghanistan and Pakistan has been torn 
asunder, for only slightly different reasons. 
The Pakistani Pashtuns—even those from 
the more settled areas like the Uthman- 
zais, the Yousafzais, the Alizais, the inland 
Khattaks, and even the Niazis—have al- 
ways been proud of their Afghan heritage. 
Consequently, while all Pashtuns are di- 
rectly concerned with the happenings in 
Afghanistan, the tribes bordering them 
will continue to fight alongside their trib- 
al brethren on the other side of the Durand 
Line that divides Afghanistan and Paki- 
stan. They have always done so—against 
British and Russian invasions in the dis- 
tant past, the Soviet invasion two decades 
ago, and now against the American forces 
in occupation of Afghanistan. 

The beginning of the end of the tradi- 
tional tribal system can be traced back to 
the war against Soviet occupation in the 
1980s. Non-Pashtun tribes in those areas 
of Afghanistan bordering what was then 
the U.S.S.R. took to the campaign imme- 
diately and were led by their tribal leaders. 
On the other hand, the Pashtuns, being 
farther inland, had more time to react. 
Thus, while some tribal elders led their 
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own campaign against the Russians, most 
appointed warlords; Hamid Karzai, cur- 
rently president of Afghanistan, was ap- 
pointed by his father; Abdul Qadir and 
Abdul Haq were appointed by their uncle, 
and so on. 

In the wake of the Soviet withdrawal, 
while some of these warlords appointed 
for the campaign chose to return to tradi- 
tional customs, others decided that they 
enjoyed enough support among their fol- 
lowers to take over the tribal leadership 
and proceeded to do so. This added to the 
anarchy that reigned from 1989-94, when 
the Taliban entered the fray. 

Realizing that the tide of the Taliban 
had become inexorable, most of the tribal 
elders and the rest of the blue blooded Af- 
ghan Pashtuns chose to leave their coun- 
try. The primary reason for doing so was 
the unacceptability of Mullah Muhammed 
Omar as their leader, a non-blue blooded 
Pashtun. The fact that he was also a mul- 
lah only added to the insult. This led to di- 
sastrous consequences when the 
traditional leadership returned in the 
wake of the invasion of Afghanistan by the 
U.S. Although they were able to lead mini- 
revolts in their provinces to help acceler- 
ate the fall of the Taliban, the members of 
the tribe felt betrayed by the fact that their 
leaders had abandoned them to the tyran- 
ny of the Taliban. This loss of respect for 
the tribal elders is the root cause of the 
current anarchy in Afghanistan. 
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In Pakistan, on the other hand, those 
Pashtun who had chosen to fight alongside 
their Afghan brethren had no appointed 
leadership and, since very few of the “blue 
bloods” joined them, the leadership that 
emerged in the course of combat came 
mainly from the commoners. They re- 
turned to their traditional life until they 
realized that the Americans were treating 
their Afghan brethren little better than 
the Soviets had. Thus began what would 
more appropriately be referred to as an 
“Afghan Nationalist Freedom Movement.” 
The media began to call them Taliban and 
al Qaeda—which they were not— but they 
accepted the titles with pride because 
those labels denoted resistance to the all- 
powerful U.S. Today, many of them are be- 
coming Taliban and are developing al 
Qaeda connections, although that is not 
how they started. 


Enter the Taliban 


THE BIRTH OF the Taliban, which is often 
erroneously, and sometimes maliciously 
attributed to the Pakistan’s Inter-Services 
Intelligence or the U.S. Central Intelli- 
gence Agency, was actually an impromptu 
movement instigated by the public rape of 
a young girl in Mullah Muhammed Omar’s 
village in the vicinity of Kandahar in Au- 
gust 1994. About 150 Taliban, some, like 
Mulla Muhammed Omar veterans of the 
Afghan-Soviet war and some raw young- 
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Tribes in the Pashtun belt of the Northwest Frontier 
Province have always been fiercely independent. 





sters, began to impose Shariah law, and 
bring peace to the region. The truth is that 
when the Is! initially heard of this move- 
ment they considered it a bit of a joke. But 
then stalwarts of other local warlords be- 
gan to throng to them; not only did their 
ranks swell, but they conquered territory 
without fighting a single pitched battle— 
until, of course, the 1st led them into the 
disastrous invasion of Mazar-e-Sharif, 
some 400 kilometers north of Kabul, bor- 
dering the Tajik-dominated area. 

Until Mazar-e-Sharif, the Taliban had 
followed the classic concept of guerrilla 
war found in Mao Zedong’s writings, 
avoiding pitched battles and encircling 
strongholds to capture ill-defended sur- 
roundings, thus forcing the enemy to sur- 
render. Mazar-e-Sharif was developed as 
a stronghold by the Northern alliance un- 
der the able leadership of Ahmed Shah 
Masood and it was here that, due to the 
insistence of the isı, the Taliban were fat- 
ed to suffer numerous reversals and pay a 
heavy price, in terms of loss of life and 
equipment, attempting to capture and re- 
capture the fortified area. 

However, when Kandahar fell to the 
Taliban in September 1994—the Is1, and 
subsequently the cla—began to take them 
seriously. The Taliban began to receive 











arms, ammunition, helicopters and even 
aircraft. A usually forgotten part of the sto- 
ry is that initially they burned all the poppy 
fields that came under their control; more- 
over, to start with, they provided peaceful 
and representative rule, through tribal and 
even village councils, thus fulfilling their 
promises of bringing peace. Not only did 
women go back to work, they could freely 
roam the market places unescorted. 

However, this idyllic existence was des- 
tined to be short lived. Soon abandoned by 
the U.S., the Taliban were strapped for cash 
and ordered that poppy growth be restart- 
ed. In 1996 when Osama bin Laden was de- 
clared persona non grata in Sudan and 
arrived in Afghanistan to find a safe haven, 
the Taliban were still unable to make ends 
meet, even though they had become the 
largest exporters of opiates in the world. 
Whether bin Laden used monetary assis- 
tance to coopt the Taliban or Mullah Omar 
merely succumbed to his influence, bin 
Laden’s arrival heralded the beginning of a 
major shift in the movement. 

Bin Laden wanted a more stringent ver- 
sion of Islam and once again women were 
prevented from working and could no lon- 
ger move around unescorted. The religious 
police gained increasing authority to act 
indiscriminately; if a man’s beard did not 
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Defusing Pakistan’s Tribal Rebellion 








measure to the right size he could be turned 
over and whacked on his buttocks in the 
streets. The same treatment could be met- 
ed out to any woman deemed to be improp- 
erly dressed. Soon they were empowered 
to execute any individual suspected of anti- 
state or un-Islamic behavior. The proud Af- 
ghan was proud no more. 

Thus, these very same tribal leaders 
who are today fighting against the Ameri- 
cans, welcomed the U.S. intervention in 
Afghanistan. The rapid overthrow of the 
Taliban was due not only to the assistance 
provided by the National Alliance, but also 
to minirevolts in most provinces, led by 
the traditional tribal leaders. 


Post 9/11 Scenario 


WHEN IT BECAME clear that the U.S. was 
in Afghanistan to stay and that even 
though a Pashtun ex-warlord and veteran 
of the anti-Soviet war, Hamid Karzai, was 
chosen to lead the country, the fact that he 
permitted the U.S. to dictate to him and 
include a disproportionately high repre- 
sentation of the non-Pashtun members 
from the National Alliance made him sus- 
pect. In the opinion of some analysts, had 
Abdul Qadir not been murdered, it is pos- 
sible that Qadir might have been able to 
put together a dispensation that could 
have ruled Afghanistan in relative peace. 
But then he would not have readily acqui- 
esced to the U.S. and, therefore, might not 
have been acceptable to them. 

So far, U.S. forces continue their use of 
indiscriminate force, causing complaints 
even from their European allies. British 
forces resent-U.S. intrusions into territo- 
ries supposedly under their control, with 
disastrous effects. Consequently, amongst 
the Afghan Pashtuns, and now even 
amongst the Afghan non-Pashtuns, as well 
as the Pashtuns in Pakistan’s tribal belts, 
there is a deep rooted hatred for the U.S. 
and its allies, including the Pakistani gov- 
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ernment. Members of inland Pashtun 
tribes of the Northwest Frontier Province 
have sworn to take Mr. Musharraf’s life 
even if he flees the country. 

Islamabad’s efforts to get support from 
the traditional tribal leadership of the Wa- 
zirs, the Mahsuds, and the Mohmands—the 
three principal Pashtun tribes living astride 
the Durand Line—in attempting to prevent 
their tribesmen from supporting the Af- 
ghans against American occupation, back- 
fired and resulted in a revolt in these tribes 
against the traditional leadership, led by 
survivors of the struggle against the Sovi- 
ets. For instance, acommon Waziri veteran 
of the Afghan-Soviet conflict, Nek Mu- 
hammed, shot to fame a couple of years ago 
when he successfully challenged the tribal 
leadership during a jirga organized by the 
government to negotiate with the Waziri 
tribe. His argument was that “if it was ji- 
had, sanctioned by the Pakistani and Saudi 
government and supported by the U.S., for 
me to kill the Soviets when they kicked us 
in the ass, why should we be expected to 
kiss the boot of the American, when he does 
the same.” The Pakistan army had him 
killed, but members of all the neighboring 
tribes thronged to his burial, and no tribal 
elder dared absent himself from the funer- 
al. Nek Muhammed became a martyr to the 
proud tribals, who braved death in their 
fight against tyranny. 

Pakistan’s security forces, in addition 
to the use of field artillery, have now also 
resorted to aerial bombing and strafing, in 
addition to the use of attack helicopters. 
To understand the effect of this bombard- 
ment, consider that if a 500-pound bomb 
falls within half a kilometer of habitation, 
all children begin to bleed from their ears 
and noses, and some are maimed for life. 
Such injuries go unrecorded, but obvious- 
ly they multiply the alienation felt among 
these tribes. 

Under these circumstances, there ap- 
pears little hope, since it all becomes a vi- 


The chances of a peaceful resolution are slim, and 


Pakistan will see increased violence and instability. 





cious circle. Some of the tribals who wish 
to return to the traditional system and find 
a way of making peace with their govern- 
ment hold the view that U.S. attacks 
against them are intended to subvert their 
reaching an agreement with the Pakistani 
government. However, any attempt at ne- 
gotiating with the Pakistan government is 
soon followed by another attack from the 
U.S. forces in Afghanistan. They must re- 
taliate, thus forcing the Pakistani forces to 
again take military action against them or 
to permit the Americans to do so. Thus the 
cycle of violence continues, 

Another attempt is underway as of Oct. 
25 to negotiate with the Waziris, but given 
the circumstances there is little chance of 
success. The Pak-Afghan jirga or any oth- 
er jirga can succeed only if undertakings 
by all sides can be fulfilled. Unfortunately, 
Mr. Karzai is in no position to fulfill any- 
thing, being wholly at the mercy of the 
Americans. His power is limited to Kabul 
alone and is often questioned even there; 
he is dependent on American forces for his 
personal safety and can hardly be expect- 
ed to enforce upon the occupying Ameri- 
can forces any agreement that he endorses 
at a jirga. Likewise, the Pakistan govern- 
ment, even if it could fulfill its obligations, 
would find itself sabotaged by American 
forces in Afghanistan. 

It is unlikely that Pakistan can form a 
government capable of addressing this is- 
sue successfully. During his address to the 
United Nations General Assembly a couple 
of years ago, General Musharraf boldly 
stated that “as long as there is injustice in 
Palestine, Lebanon and other parts of the 
so-called ‘Muslim World,’ terrorism will 
not end. The war on terror cannot be won 
by force alone. I suggest that it can, in fact, 
never be won by force; but only by justice, 
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equality and freedom.” However, as the 
Americans would say, “he could not walk 
the talk.” 

The tribes are fighting against the 
American occupation of Afghanistan; to 
them America is the universal tyrant and 
anything American is anti-Islam. For in- 
stance, an attempt at polio eradication in 
the tribal belt was sabotaged by the mul- 
lahs who dubbed it “an American attempt 
to subvert our future generations.” Many 
of the youngsters who had volunteered for 
this humanitarian effort were attacked 
and two were killed, forcing the govern- 
ment to call off the immunization drive. 


Americans Out 


MR. BUSH IS unlikely to have a sudden 
change of heart and decide to pull U.S. 
troops out of Afghanistan and Iraq. Simi- 
larly, the chances are slim that he can as- 
sure the Muslim majority countries that in 
future the U.S. support to Israel will be 
conditional on the Israelis maintaining 
peace and that he will ensure that a viable 
Palestinian state will be created. It is, 
therefore, impossible to eradicate the hate 
for what America and Americans stand for 
today in the eyes of these tribes and, by 
extension, what the Musharraf-led Paki- 
stan government stands for. However, 
there still exists an alternative that is vi- 
able and could bring peace to this troubled 
region, permitting the government to 
bring about the long overdue socioeco- 
nomic developments that could result in a 
lasting peace. 

Ideally, Mr. Musharraf, irrevocably 
linked to the U.S., must go. However, if he 
takes off his uniform and someone else is 
calling the shots it might again be possible 
to negotiate with the tribes. Any meaning- 
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ful jirga will now have to include the war- 
lords who enjoy popular support and are 
not under the control of the traditional 
leadership, even though some may have 
Taliban and/or al Qaeda connections. 

To initiate a dialogue with the tribes, 
the state must re-establish its writ over its 
citizens, which it has lost because it is 
viewed as being run on orders from Wash- 
ington. To do so, instead of stating as Bena- 
zir Bhutto did in Washington that she 
would “permit U.S. forces to strike terror- 
ist camps in Pakistan,” it will have to do 
just the opposite: serve public notice to 
U.S. forces operating from Afghanistan 
that, while Pakistani forces will continue 
their fight against their own terrorists or 
any foreigners that have sought refuge in 
its territory and will welcome any assis- 
tance by way of intelligence, any strike by 
the U.S. in Pakistani territory will be con- 
sidered an act of war, and Pakistani secu- 
rity forces will fight alongside their tribal 
brethren to repulse such an attack. 

The only qualities the Pashtun tribes 
respect are strength and courage. Threats 
or the use of force without offering them 
protection will only strengthen their re- 
solve and, while continuing to weaken the 
traditional system, will strengthen the fol- 
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lowing of the mullahs. Once they realize 
that the state is willing to protect them 
against aggression by the all-powerful 
Americans, they will be prepared to accept 
the state’s right to punish them for violat- 
ing laws. If as a consequence U.S. forces 
ceased to violate their territory, the tribes 
receiving state support against the Amer- 
icans would be firmly back in the fold. 
Only then can the state reason with them 
to explain that to get the Americans out of 
Afghanistan might not be possible, but a 
reduction of their numbers and reduction 
ofthe current repression could be brought 
about if relative peace existed in Afghani- 
stan. As a consequence of this, a joint Pak- 
Afghan jirga would be more meaningful. 
There is, however, little likelihood that 
any leader in Pakistan will have the cour- 
age to make such a commitment, let alone 
be prepared to act on it, And in such an 
eventuality, the traditional leadership of 
these border tribes will likely either suc- 
cumb to popular demands and become par- 
ty to the conflict with the rest ofthe country 
and empower the mullahs; or it will be 
ousted from authority and fresh leadership 
will emerge under the mullahs. In either 
case, Pakistan is likely to witness increas- 
ing domestic violence and instability. M&! 
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Pakistan’s Last 
Bid for Democracy 


by Colum Murphy 





NE NIGHT DURING the Eid 
festival, Senator Mushahid 
Hussain Sayed welcomes 
me into his home on the 
outskirts of Islamabad. 
The household bustles with the comings 
and goings of friends and family. On the 
wall hangs a picture of a much younger 
Mr. Hussain with the then U.S. President 
Ronald Reagan. “He was the world’s big- 
gest jihadist!” my host exclaims with a 
deep laugh. 

These days journalist-turned-politi- 
cian Mr. Hussain is trying to promote the 
government of President Pervez Mush- 
arraf, which has fumbled away its public 
support, particularly over the past year. In 
a survey released in mid-October by the 
U.S. government-funded International Re- 
publican Institute, 62% of respondents 
disapproved of the president’s perfor- 
mance, up from just 26% in February. The 
steep decline in Mr. Musharraf’s popular- 
ity has been in no small part the result of 
his bungled attempt to fire the country’s 
chief justice in March. (“A mistake,” offers 
Mr. Hussain by way of explanation.) 

Mr. Musharraf’s re-election as presi- 





dent on Oct. 6 is under scrutiny by the Su- 
preme Court, which is expected to rule in 
early November on the validity of the re- 
sult. If, as Mr. Hussain expects, the Su- 
preme Court “sanctifies” Mr. Musharraf’s 
victory, then that would remove one uncer- 
tainty from a sea of many. Yet it would do 
little to chase away the increasingly menac- 
ing clouds that hang over Pakistan’s future, 
highlighted most recently by the Oct. 18 
suicide bombing of former Prime Minister 
Benazir Bhutto’s motorcade. That attack 
left around 140 people dead and hundreds 
more injured among celebrants marking 
her return from exile—the deadliest such 
attack ever in Pakistan where less spectac- 
ular but nonetheless fatal strikes have be- 
come more frequent. 

Underlying the turmoil are deep social 
ruptures caused by tensions between the 
country’s political parties; the parties and 
the military; pro- and anti-Western groups; 
secularists and Islamists; and rich and 
poor. While parliamentary elections 
planned for January aim to transition the 
country from eight years of military rule 
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to a democratically elected, civilian-led 
government, a breakdown of that process 
would leave the nuclear-armed state vul- 
nerable to increasingly popular Islamist 
extremists. Overcoming the considerable 
obstacles ahead will take maturity, unity 
and consensus among a wide swath of Pak- 
istan society, including the political par- 
ties, the military, the legislature, the media 
and civil society. 

Mr. Hussain, secretary general of the 
PML(Q)—the arm of the Pakistan Muslim 
League that effectively serves as Mr. Mush- 
arraf’s governing party—is surprisingly 
sanguine about Pakistan’s political future. 
“The transition to civil democracy is al- 
ready underway,” he assures me. “And it 
will be easier under Gen. Musharraf be- 
cause he'll be in kurti rather than khaki,” he 
says in reference to Mr. Musharraf’s prom- 
ise to cast aside his military uniform after 
Nov. 15. That said, he talks little of the uni- 
ty the country badly needs. As the man in 
charge of developing his party’s election 
campaign, he says his strategy is simple: 
To divide and conquer. 


Divided Nation 


THE GOVERNMENT HAS already cleaved 
apart Mr. Musharraf’s two precedessors, 
Nawaz Sharif and Ms. Bhutto, who, though 
bitter rivals, had earlier been approaching 
common ground in exiled opposition to the 
unpopular president. A deal with Ms. Bhut- 
to, leader of the Pakistan Peoples Party 
(PPP), saw her return last month un- 
der a new National Recon- 
ciliation Ordinance that 
dropped corruption charg- 
es against her. 

Mr Sharif, head of 
the Pakistan Muslim 
League (Nawaz), 
or PML(N), has = fh 
made less head- } | 
way. When he 











tried to return in September, security forc- 
es unceremoniously hustled him onto the 
next flight back to Saudi Arabia, where he 
has been in exile since 2000. 

But now that Ms.‘Bhutto has been al- 
lowed back, the question is why not Mr. 
Sharif? His party is reportedly making 
plans for his return in November and dur- 
ing our interview, Mr. Hussain gave the 
impression that the PML(N) leader would 
be allowed to come back. However, there 
has been no official statement suggesting 
he could be permitted to enter in time to 
contest the election. Mr. Musharraf owes 
most of his support to the PML(Q), many of 
whose members were supporters of Mr. 
Sharif. It is conceivable that many PML(Q) 
candidates—who according to one analyst 
are effectively “guns for hire”—could de- 
fect to the Sharif camp, but barring him 
from campaigning or forcing him to do so 
from exile will badly undermine the legit- 
imacy of the vote. 

Ms. Bhutto’s standing is hardly secure 
either. The Supreme Court is reviewing the 
amnesty ordinance and a ruling overturn- 
ing it could revive the corruption charges 
against her. Any decision to go after her 
now would be highly unpopular in the wake 
of the tragic events of Oct. 18 and risk spark- 
ing more instability. But even if she sweeps 
the elections—which many are forecast- 
ing—that doesn’t mean she will be the next 
prime minister. Ms. Bhutto served as prime 
minister in 1988-90 and 1993-96 and under 
Pakistan’s constitution, a prime minister is 
limited to two terms, 
so some kind of 
work-around would 
have to be devel- 
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the bottom line is that participation by 
both Ms. Bhutto and Mr. Sharif is a neces- 
sary but not sufficient condition for put- 
ting Pakistan back on the path to 
democracy and stability. 

Nevertheless, it is disingenuous for the 
leaders of the political parties to blame the 
military-led government for Pakistan’s 
sorry state of political affairs. If Pakistan 
is ever to enjoy real and lasting democracy, 
the parties need to reform themselves. 
Only one in four Pakistanis trust the par- 
ties, according to a recent poll released by 
the Stockholm-based International Insti- 
tute for Democracy and Electoral Assis- 
tance (IDEA). The institute describes these 
results as “truly alarming” and warns that 
disenchantment with the parties could 
“get translated into dissatisfaction with 
democracy as a form of government.” 

A number of factors underlie this alien- 
ation from the parties: corruption, frag- 
mentation, intense interparty acrimony, 
and their dynastic and undemocratic na- 
ture. As is common in South Asia, Paki- 
stan’s leading parties are centered on the 
personality of a single person. So long as 
parties remain “creatures of their leaders,” 
strong, capable parties will be rare, and 
harmful “internal struggles” and “palace 
intrigues” will remain a feature of the po- 
litical system, the institute notes. 


VER TEA AT the Serena Hotel in Is- 
lamabad on a sunny October 
morning, Talat Masood tells me 
about Pakistan’s “highly fragile 
system” in which the army 
prevails. “When the military 
dominates, it decimates the ju- 
diciary, the political parties, 
and all the institutions [of 
democracy]: parliament, the 
cabinet, everything,” ex- 
plains the mild-mannered 
retired general and now 
political analyst. 
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Mr. Masood says the institutions of de- 
mocracy in Pakistan have always been rel- 
atively weak—unlike those in neighboring 
India. He says the Muslim League was 
never as strong as India’s Congress Party. 
Decades of military tension and conflict 
with India have only served to strengthen 
the position of military at the expense of 
fledgling democratic institutions. Mr. 
Masood believes that now—six decades af- 
ter independence from Britain—the time 
for change finally has arrived. “There has 
been a qualitative change in the thinking 
of the people in the last decades,” he ex- 
plains. This change in mindset among 
Pakistan’s 160 million, he believes, has 
been aided by a host of factors, including 
globalization, the terror attacks of 9/11, Is- 
lamabad’s acquisition of nuclear capabili- 
ties, and greater access to media and other 
technologies. 

Quantitative data, too, points to funda- 
mental changes occurring over the past 25 
years. According to Ijiaz Shafi Gilani, chair- 
man of Gallup Pakistan, 60% of the popula- 
tion now has access to television, up from 
10%; elementary literacy rates have jumped 
to 60% from 25%; and more than 60 million 
cell phone sim cards are in circulation while 
25 years ago only around one million people 
had a telephone line. In tandem with this, 
there has been a substantial increase in ur- 
banization. Today, 50% of Pakistanis live in 
localities with populations of more than 
5,000 people, double the share of 25 years 
ago. Road construction has vastly improved 
links between rural and urban areas. 

“The remotest person can get in touch 
with anywhere in the world. The par- 
ticipation of people in the life of the 
country has changed very dra- 
matically,” says Mr. Gilani. 

A common view of Paki- 
stan has the country’s 
politics firmly in the 
grip of a handful of 

feudal landlords, 
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who dictate to their tenants how to cast 
their vote. But even here there are also signs 
of emerging change— and this shift looks 
set to continue. “Feudal control remains 
high but it has weakened—maybe not to the 
degree expected by civil society but it has 
been diluted,” says Mr. Gilani. 

Two previous attempts at land reform 
in the 1960s and 1970s failed to achieve 
meaningful land redistribution, he ex- 
plains. However, thanks to mechanization 
and intensive cultivation, these days, the 
economic power of small landowners is 
greater than it was three decades ago. 
“What has not changed much is social con- 
trol. This is because the landowners con- 
tinue to exert power and influence over the 
resources of state and the bureaucracy.” 

Ms. Bhutto comes from a feudal family, 
and her party, the ppp, relies on the feudal 
vote in her stronghold of rural Sindh. But 
that is not necessarily the case for the PPP 
in other parts of the country. In addition, 
generally the leaders of PML cannot be con- 
sidered as feudal, Mr. Gilani says. 

Despite these changes in society, in sev- 
eral respects Pakistan’s political scene re- 
mains largely unchanged from 25 years ago. 
Then, too, the army ruled, political parties 
were weak and corruption rife. 

As the conflict in the tribal belt of north- 
west Pakistan escalates, and terror attacks 
spread to the major cities of Karachi, Islam- 
abad and Lahore, now more than ever, real 
political change is needed. “There is so 
much disillusionment,” says Mr. Masood. 
“The danger is that this will feed exactly 
what we don’t want: Talibanization, ex- 
tremism and religious parties. We don’t 
want that to happen. We want moderate 
forces to take control of the country.” 


One Step Forward? 


THERE HAS BEEN some progress toward 
the building of democratic institutions. 
Mr. Musharraf courted the media when he 
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came to power and in the past five years, 
deregulation has spurred competition and 
resulted in a proliferation of privately 
owned television channels, newspapers 
and magazines. On the whole, discussion 
and debate of political issues has been free 
and open. Even here, there remains room 
for improvement. Organizations such as 
Reporters Without Borders still have cause 
for complaint in terms of media freedoms 
and safety. The organization reports that 
in 2006, security forces detained at least 
10 journalists for periods ranging from 
days to months. Nonetheless, it will be dif- 
ficult to put the media genie back in the 
bottle, and there is reason for optimism 
that a more empowered media will be able 
to expose corruption with greater success 
than was previously the case. 

Some advances have also been made 
with the judiciary, albeit unintentionally. 
Mr. Musharraf undoubtedly did not ex- 
pect Iftikhar Mohammad Chaudhry, 
whom he appointed as chief justice in June 
2005, to adopt such a challenging stance 
toward the government. When the presi- 
dent tried to fire him earlier this year, up- 
roar ensued and lawyers marched in the 
streets. The chief justice was finally rein- 
stated in July. Whatever his motives, Mr. 
Chaudhry has managed to shore up the in- 
dependence of the judiciary. 

The strong economic growth experi- 
enced in recent years could enhance the 
chances of democracy taking hold as voters 
seek out greater political freedoms to match 
a growing sense of economic empower- 
ment. GDP expanded by around 7% last year 
after a period of relative political stability 
and economic liberalization. The country’s 
stock markets have performed strongly, 
and parts of the financial sector are more 
open than in neighboring India. 

Inflation, though easing slightly of late, 
remains a concern. According to the State 
Bank of Pakistan, year-on-year headline 
cPI inflation declined to 6.5% in August 
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There is reason for optimism that a more energetic 


media will be better able to expose corruption. 





from 8.9% a year before. But inflation rep- 
resented the main election issue for 37% of 
respondents to the October IRI poll, fol- 
lowed by unemployment (20%) and pover- 
ty (11%). In Pakistan, as elsewhere, 
bread-and-butter issues top voters’ con- 
cerns. Terrorism was the key issue for only 
3% of respondents. 


Electoral Reform 


A POPULAR PHRASE these days in Pakistan 
is “free and fair elections.” A report issued 
by the RTs counterpart, the National Dem- 
ocratic Institute, or NDI, concludes a sig- 
nificant overhaul of the election process is 
necessary if the next round of elections is 
to have any chance of being either free or 
fair. At the top of the ND1’s “to do” list is 
fundamental change in the Electoral Com- 
mission of Pakistan itself. 

The frve-member body which is charged 
with ensuring free and fair elections is ap- 
pointed by the president. Not surprisingly, 
this leads the NDI to note that, “There are 
widespread concerns among opposition 
political parties and civic groups that the 
ECP lacks transparency and indepen- 
dence.” Addressing this will take time and 
may even require constitutional change. 

The NDI points out that there is a lack of 
regular communication between the com- 
mission and the political parties—some- 
thing the institute considers essential for 
building common understanding of elec- 
toral policies and sharing information on 
security issues. Considering the bloody 
welcome Ms. Bhutto received when she re- 
turned to Karachi, this shortcoming must 
be remedied promptly if parties are to cam- 
paign safely. 

Another issue is questionable voter rolls. 
An estimated 10 million entries in the voter 


list cannot be confirmed. (According to the 
ECP the total electorate around the time of 
the 2002 elections was roughly 72 million.) 
In addition, there is a marked lack of trans- 
parency in how votes are counted. The NDI 
is calling for the government to “instruct 
that election results announced at the dis- 
trict level include a breakdown by polling 
station to improve the transparency of vote 
tabulation.” The institute notes that it has 
reliable reports of interference in the elec- 
toral process by the country’s intelligence 
services, including the Inter-Services Intel- 
ligence, or ISI. 

Intriguingly, the former head of Isl, re- 
tired general Hamid Gul, says that free and 
fair elections under the auspices of a neu- 
tral interim government are the only way 
to go: “There should be no attempt to rig the 
elections,” he warns. “If the elections are 
rigged, then there might be a greater price 
to pay for both Pakistan and its allies.” 

Few expect the necessary precautions 
will be taken in time to ensure that the elec- 
tions are fair. “Sure, the international mon- 
itors that come to Pakistan may go home 
happy that elections at the ballot box stage 
are clean, but the degree of election rigging 
we can expect is far more sophisticated 
than that,” warns Najam Sethi, editor of the 
Daily Times and Friday Times in Lahore. If 
Mr. Musharraf is not happy with the out- 
come of the election, Mr. Sethi says there 
will be little stopping the president from 
simply announcing a completely different 
set of results. If outcomes are contested, he 
says the courts will investigate but such le- 
gal reviews can take up to five years, by 
which time the outcome is a moot point. 

Of course, at any point, the ultimate ace 
up Mr. Musharraf’s sleeve would be to call 
in the army, halt the transition to civilian 
democracy and resume full-fledged mili- 
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tary rule. The chances of that happening 
now seem slim, as the environment is dra- 
matically different from when the presi- 
dent first seized power in 1999. Back then, 
he enjoyed a degree of popularity given the 
corruption and incompetence displayed by 
previous civilian governments. Today, it is 
civilians such as Ms. Bhutto and, to a lesser 
extent, Mr. Sharif, who have captured the 
public imagination with their promises of 
democracy, freedom and prosperity. 

The fact that both leaders failed miser- 
ably during their time in power seems to 
have been forgotten by many. It is not clear 
whether Mr. Musharraf would be able to 
rally his troops around him this time—es- 
pecially in light of the blows to morale his 
army is suffering under his leadership in 
the increasingly bloody conflicts in the re- 
mote Federally Administered Tribal Areas 
and the Northwest Frontier Provinces. 


Consequences of Failure 


THE CONFLICT IN the tribal areas is the 
sword of Damocles hanging over this elec- 
tion. If central government control is not 
established, the ongoing conflict and Is- 
lamization will gradually spread to urban 
areas. Already, the advent of suicide bomb- 
ings and the anti-American public mood 
highlight the possibility that Pakistan 
could lose much of its base of moderate Is- 
lam. Hopefully this possibility will con- 
centrate the minds of democratic leaders 
and force them to work together. 

This is another reason why full partici- 
pation by all parties in free and fair elec- 
tions is the goal to which Pakistan must 
aspire. A democratic mandate is needed to 
negotiate with tribal leaders from a position 
of strength. Many analysts believe that Mr. 
Musharraf's military-centric approach will 
not achieve peace and is more likely to ex- 
acerbate the situation. But fashioning a 
more nuanced approach requires a level of 
leadership not seen in generations. 
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A combination of military stick and po- 
litical carrot could offer a solution. But for 
this to happen, there has to be consensus 
among the political parties. To date, they 
have done little to inspire confidence that 
they will be able to work together. Even if 
they were to overcome their bickering, 
there are serious doubts that they have the 
policy-making know-how to derive a for- 
mula that could bring some kind of peace 
to the tribal areas. 

Political parties will need to work hard 
to convince the electorate that what is 
happeningin the tribal lands with the war 
on terror is not just on behalf of the Unit- 
ed States, but aimed at neutralizing forces 
that threaten Pakistan’s chances for sta- 
bility. The next government will need to 
hone its communications skills to sell its 
policies to the electorate in a way that the 
Musharraf government has been unable 
to do. 

Longer term, failure to produce trust- 
worthy election results will only serve to 
undermine the credibility of Pakistan’s po- 
litical system. If this happens, expect to 
see even more Pakistanis grow frustrated 
with the leading parties and begin to turn 
to Islamist groups whose messages of in- 
clusiveness, equity and corruption-fight- 
ing are extremely attractive. Moreover, 
infighting will retard economic and polit- 
ical development, further pushing the dis- 
illusioned to seek alternative ways for 
staking their claim in life—be it through 
terrorism or crime. 

With less than three months until the 
election, the outlook remains troubled. But 
just as the consequences of failure are dire, 
the rewards from increased democratiza- 
tion are appealing. “We can’t expect that, 
overnight, sugar and honey will flow from 
Pakistan the moment democracy comes,” 
says Mr. Masood. “But at least the ship will 
be on the right course. Right now we’re on 
a terrible course and heading into the 
storm.” ti 
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The Father of 
Taiwanese Identity 


by Hugo Restall 





HERE ARE NO paparazzi 
visible on the hillside 
above Lee Teng-hui’s 
home in the Shihlin sub- 
urb of Taipei, but his aide 
wiere they stake out the house 
with their long lenses. While the former 
president is officially retired—two golf 
bags stand ready by the carport—he re- 
mains a political force to be reckoned with. 
Expelled from the Kuomintang party he 
once led, Mr. Lee is now the “spiritual 
leader” of a small party, the Taiwan Soli- 
darity Union, and he is still jockeying to 
expand its influence. 

Dressed casually in a windbreaker, 
Mr. Lee is waiting in his living room, still 
looking younger than his 84 years. Japa- 
nese-style green tea and cakes are served, 
and Mr. Lee reveals that the cakes are 
from the Yasukuni Shrine in Tokyo. He 
traveled to Japan for 11 days in May to ac- 
cept a prize named after Shinpei Goto, a 
colonial administrator in Taiwan in the 
early 20th century, and while there he 
paid his respects at Yasukuni, where Japa- 
nese honor their war dead and the names 
of the militarist leaders who were execut- 
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ed for war crimes are also enshrined. 

That visit stirred outrage in China, 
since anti-Japanese sentiment runs high 
and a key point of contention with former 
Prime Minister Yasuhiro Koizumi was his 
custom of visiting Yasukuni. As Mr. Lee 
returned home, a Chinese man threw a 
bottle at him in Tokyo airport. Discussing 
the shrine is the only time he becomes vis- 
ibly agitated. “Why should they oppose it,” 
he complains. “My brother was killed dur- 
ing World War II in the Philippines [while 
serving in the Japanese navy]. I don’t even 
know where he is buried. My father 
wouldn’t believe that he was dead. So why 
is it bad if I go to Tokyo?” 

Mr. Lee also defends the right of Japa- 
nese politicians to pay their respects at the 
shrine. “Chinese people need to change 
their thinking. In any country, you should 
honor those who sacrificed their lives for 
the nation. Japanese are the same.” 

That puts Mr. Lee at the far end of 
the spectrum of opinion even among Japa- 
nese; the emperor has refused to visit since 
the names of the war criminals were add- 
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ed. Moreover, many Chinese will never 
understand why Mr. Lee sees Yasukuni as 
the proper place to remember his fallen 
brother. 

That requires delving into the complex 
history of the island that gives it an iden- 
tity unique from mainland China. Not 
only was Japanese rule relatively benevo- 
lent there, in contrast to China, Korea and 
elsewhere, but after the war a new occu- 
pying force, the KMT under the leadership 
of Chiang Kai-shek, brutalized Taiwan. 
Hence many native Taiwanese share Mr. 
Lee’s strong affinity for Japan and Japa- 
nese culture. 

Indeed the process of talking 
with Mr. Lee peels back the 
many components of Tai- 
wan’s identity like an onion. 
We start out in English, then 
switch to mandarin Chinese 
with bits of Taiwanese dia- 
lect thrown in, then to Japa- 
nese, and back to Mandarin 
Mr. Lee gets into full flow ir 
Japanese, while in Manda- 
rin and English, his third 
and fourth languages, the 
thoughts flow more halt- 
ingly. Occasionally an aide 
steps in to translate a con- 
cept from Japanese into 
Mandarin. 

Discussing the trip to Japan 
sends Mr. Lee off on a long meditation on 
Goto’s role in developing Taiwan’s eco- 
nomic institutions, while he faced a com- 
parable challenge in building democratic 
institutions. An extraordinary leader who 
later became mayor of Tokyo among many 
other roles, Goto clearly was much more 
of an inspiration to the president than his 
KMT predecessors. 

Mr. Lee is best known for being the 
first Taiwanese-born kmt leader of Tai- 
wan and the first democratically elected 
president. But another aspect of his legacy 
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is coming to the fore today—his efforts to 
forge a new Taiwanese identity. By star- 
ting the process of revamping Taiwanese 
education to do away the mainlander 
mythology of a unified China, he set the 
stage for acultural change that is irrevers- 
ible. Even though economic, cultural and 
personal ties with China continue to grow, 
the citizens of the Republic of China in- 
creasingly identify themselves as Taiwan- 
ese, not Chinese. 

There were two aspects to Mr. Lee’s 
effort: emphasizing Taiwan’s differences 
from mainland China, and healing the rift 
between native Taiwanese and the “main- 

landers” who came to the island 
with Generalissimo Chiang 
in 1949. While in office, Mr. 
Lee pushed the idea of “new 
Taiwanese,” which includ- 
ed both groups. 

But under the current 
administration, inclusive- 
ness has given way to re- 

newed tensions, as 
President Chen Shui-bian 
has sought to drive a 
wedge between the two 
groups in order to gain 
electoral advantage over 
the KMT. He has also 
stirred up tension with 
China in order to drive up 
support for his Democratic Progres- 
sive Party. Neither of these sit well with 
the former president. 

When pressed on why Taiwan’s chaot- 
ic democracy hasn’t matured faster, he 
points to the lack of leadership to create a 
democratic culture. Getting the mechan- 
ics of voting in place is relatively easy. But 
there is no democracy without a change of 
mentality. 

For instance, take Malaysia and Singa- 
pore. “They cannot give up Asian values. 
They vote for a prime minister, but he is 
thinking, ‘I am an emperor. I can control 
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Talking with Lee Teng-hui peels back 


the layers of Tatwan’s identity like an onion. 





everything.’ All the national power, mon- 
ey, assets, belong to him.” That condemns 
them to the endless cycle of dynastic pol- 
ities. 

Taiwan seemed to be progressing out 
of this cycle, but since 2000, it has 
stopped, and is even regressing. “Now on 
every matter, the president will express a 
view. This is not the way of democracy, 
the president cannot run everything. It is 
very similar to the Chiang Kai-shek era.” 

Mr. Lee expresses disgust with Presi- 
dent Chen’s high-profile campaign to mo- 
bilize public support for joining the 
United Nations. The current administra- 
tion may have managed to get the whole 
body politic dancing to the same tune. But 
it has no positive effect on the citizens of 
Taiwan. “After everybody votes for it, 
what then? What is the next step? What is 
Taiwan’s hope?” The summary rejection 
of Taiwan’s application by U.N. Secretary- 
General Ban Ki-moon was actually a bless- 
ing in disguise, because it spared Taiwan 
yet another humiliation in the General 
Assembly. 

The president does have a responsibil- 
ity to expand Taiwan’s international space, 
but this requires diplomatic skill, not just 
posturing. Taiwan’s economic prowess is 
a key tool, and the process of globalization 
naturally increases the opportunities for 
Taiwan to have its voice heard. Empty pos- 
turing, though, will only backfire and 
hurt Taiwan’s interests. 

So does Taiwan need to declare inde- 
pendence? Mr. Lee leaves open the door. 
“Taiwan’s legal status is still very ambigu- 
ous,” he says, and this is something the 
mainland has acknowledged in the past. 
“But how to solve the problem? It seems 
to me this is the more important mission 
of the president, working step by step to 


solve this problem.” 

Hu Jintao’s relatively conciliatory 
words at the Chinese Communist Party 
Congress in Beijing a few days earlier do 
not impress him, because China’s offers 
of talks are still predicated on the “one 
China” principle. But in all the discussion 
of the “1992 consensus,” what is over- 
looked is that it was his 1991 decision to 
end the state of civil war, recognize the 
jurisdiction of the People’s Republic over 
the mainland, and establish principles to 
govern any process of unification that 
made the cross-Strait talks possible. If the 
mainland is not prepared to do the same 
and recognize the R.O.C.’s jurisdiction 
over Taiwan and deal with it on a basis of 
equality, there is no way to recreate the ba- 
sis for the 1992 talks. 

As president, Mr. Lee tried to slow the 
flow of Taiwanese investment into the 
mainland, so that the island would not be- 
come too dependent, and also prevent the 
migration of the island’s best technology 
across the Strait. So he has been dismayed 
by the Chen administration’s failure to 
continue this policy, and promote the de- 
velopment of strategic industries. 

The future of the Taiwan Solidarity 
Union is unclear. After the 2000 election, 
Mr. Lee became a staunch supporter of 
newly elected President Chen Shui-bian 
and the cause of national independence. 
But in the past year, he has begun to tack 
back toward a more moderate position. In 
part that may reflect Mr. Chen’s unpopu- 
larity. But observers also note that with his 
NGO work particularly in the field of edu- 
cation Mr. Lee has his finger on the pulse 
of public opinion. Given Mr. Lee’s acumen, 
it’s safe to assume he has gauged that the 
public mood has turned against needless 
confrontation with the mainland. 
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That doesn’t mean Mr. Lee is ready to 
go back into the KT fold. He refuses to be 
drawn on his opinion of the party’s candi- 
date for the presidency in 2008, Ma Ying- 
jeou, but some of his recent remarks 
suggest that he thinks Mr. Ma is too com- 
pliant toward China and might sell out the 
island. In other words, Mr. Ma is too 
closely tied to the old mainlander wing of 
the party. 

This distancing from both the major 
parties may signal a new direction for the 
TSU, which recently purged two members 
regarded as leaning toward President 
Chen’s ppp. So far the main cleavage in 
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Taiwanese politics has been between the 
“green” DPP, which is left-leaning, pro-in- 
dependence and represents the interests 
of native Taiwanese, and the “blue” kmt, 
which is more conservative, conciliatory 
toward China and represents the interests 
of mainlanders and the more cosmopoli- 
tan urban Taiwanese. Some have suggest- 
ed that if the kĪmT could shed its 
mainlander historical baggage and hide- 
bound leadership, it could easily come out 
on top. That is, there is a large niche for a 
conservative green party that is not being 
filled. Ifthe kmt can’t move into this space, 
perhaps Mr, Lee’s Tsu will. w 
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Hu intao’s 
Hollow Pledges 


by Willy Lam 





N HIS LENGTHY report to 
the 17th Chinese Commu- 
nist Party Congress last 
month, General Secretary 
Hu Jintao cited the words 
“democracy” 72 times, “science” or “scien- 
tific” 70 times, and “innovation” 57 times. 
During the week-long conclave, the 64- 
year-old supremo made lavish promises 
about “inner-party democracy” and let- 
ting “the people enjoy democratic rights in 
a more extensive and practical way.” 
Pledging that “power must be exercised in 
[broad] daylight,” he also underscored Bei- 
jing’s commitment to curbing corruption 
and other abuses. Mr. Hu made repeated 
references to promoting “social justice” 
and providing “equal opportunities” for 
all. These egalitarian values are deemed 
the cornerstone of the Hu administration’s 
two major initiatives: pursuing a “scien- 
tific outlook on development” and “con- 
structing a harmonious society.” 

Are all these promising-sounding 
phrases mere propaganda and spin-doctor- 
ing? Mr. Hu and his ally Premier Wen Jia- 
bao have well-deserved reputations as 
past-masters in public-relations routines 
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ranging from posing with Arps patients to 
stage-managed tours of poor villages in 
hilly, hardscrabble terrain. It is true that a 
modicum of “intraparty democracy” did 
manifest itself at the congress, whose major 
task is endorsing a new policy-setting ccp 
Central Committee. The 2,200-odd dele- 
gates were allowed to eliminate 8% of the 
slate of candidates—put together by the out- 
going Politburo Standing Committee mem- 
bers—who were vying for 204 full and 167 
alternate, or second-tier, ccpcc slots. 

That the delegates were, in a way, per- 
mitted to vent their displeasure at scandal- 
prone cadres was illustrated by the fact that 
the alternate ccpcc member with the least 
number of ballots was Jia Ting’an. The 
pompous-looking general is a former mili- 
tary aide of the unpopular former President 
Jiang Zemin; moreover, Mr. Jia has been 
tainted by corruption allegations. 

Yet no “competitive elections” were al- 
lowed when the 204 Central Committee 
members chose from among themselves 
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members of the Politburo and the psc. Pres- 
ident Hu, who has praised dictators Fidel 
Castro and Kim Jong-Il for “unswervingly 
upholding socialist values,” recently told 
his intimates that there is no way the ccp 
would follow in the footsteps of the Viet- 
namese Communist Party, which has ex- 
perimented with much bolder electoral 
mechanisms to elect its leaders. 

The agenda of the ongress was meticu- 
lously set by the outgoing Psc as well asa 
handful of party elders, including Mr. Ji- 
ang. In an apparent concession to institu- 
tion-building, Vice President Zeng 
Qinghong, who, like Mr. Jiang, is a leader of 
the “Shanghai faction,” abided by the re- 
tire-at-68 convention by calling it quits. 
However, all psc and Politburo incumbents 
under 68, including venal and incompetent 
members, were given second five-year 
terms. The average age of the 25-member 
Politburo is 61.7, or 1.1 years older than that 
of the previous one. 

In closed-door briefings to the dele- 
gates, Mr. Hu noted that the dangzhong- 
yang, or central party authorities, wanted 
to preserve “intraparty harmony,” which 
he called a “precondition to social harmo- 
ny.” This was perhaps the reason why Chi- 
nese People’s Political Consultative 
Conference Chairman Jia Qinglin (no rela- 
tion to the general), 67, who is said to have 
close ties with property speculators in Fu- 
jian Province and Beijing, is able to keep 
his job for five more years. Other Politburo 
potentates affected by innuendo about 
business irregularities include Vice-Pre- 
mier Hui Liangyu and united front work 
specialist Wang Zhaoguo. 

Yet the worst violation of the rules of 
transparency and institution-building that 
Mr. Hu seems to be pushing is simply that 
a coterie of factional chiefs and party elders 
had made decisions on high-level personnel 
without any consultation with junior col- 


leagues, let alone ordinary party members. 
Confirming his growing grip on the polity, 
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Mr. Hu was able to fill 20% of the ccpcc 
with veterans of the Communist Youth 
League, his major power base. This is de- 
spite the fact that most cyt affiliates, in- 
cluding Mr. Hu’s long-time protégé Li Keq- 
iang, who is Liaoning Province’s party boss, 
are career party apparatchiks whose spe- 
cialties do not go much beyond Marxist ide- 
ology, party organization and propaganda. 
While serving as governor and party secre- 
tary of central Henan Province from 1998 
to 2004, Mr. Li failed to do anything about 
the tens of thousands of impoverished peas- 
ants who had contracted arps through sell- 
ing blood to collection centers run by 
corrupt local officials. Henan police ha- 
rassed NGO doctors and journalists who 
dared expose the victims’ plight. 

Even the increasingly imperial Mr. Hu, 
however, has to sue for compromise when 
it comes to Psc membership. Among the 
two fifth-generation cadres—or officials in 
their early to mid-50s—inducted into this 
supreme ruling council, only one, the 52- 
year-old Mr. Li, is a Hu protégé. The other 
rising star, 54-year-old Shanghai party sec- 
retary Xi Jinping, is a dark-horse candidate 
who managed to vault to the top mainly be- 
cause he has no obvious factional affilia- 
tions—and is thus an ideal compromise 
candidate. Partly due to his experience in 
running the coastal provinces of Fujian and 
Zhejiang as well as Shanghai, Mr. Xi enjoys 
the backing of the Shanghai faction. And 
owing to the fact that Mr. Xi’s father, Long 
March veteran Xi Zhongxun, was close to 
a couple of Mr. Hu’s mentors, the president 
agreed to acquiesce in his surprise ascen- 
dancy. Now it looks like the junior Mr. Xiis 
in line to succeed Mr. Hu as party chief and 
president—and Mr. Li to replace Mr. Wen 
as premier—at or soon after the 18th Con- 
gress in 2012. 

Equally problematic are the ccr leader- 
ship’s choices for senior slots in the central 
government, whose promotion will be en- 
dorsed at the National People’s Congress 
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next March. Take Guangdong party secre- 
tary Zhang Dejiang, who is scheduled to 
take over the well-respected Wu Yi’s job as 
vice-premier in charge of foreign trade. Mr. 
Zhang, 61, was partly responsible for the 
SARS (severe acute respiratory syndrome) 
epidemic in 2003. His administration sup- 
pressed news about the lethal virus when it 
first appeared in Guangdong in late 2002. 
And in the last few years, Mr. Zhang mas- 
terminded a series of bloody clampdowns 
on protests by peasants who had lost their 
farm plots to developers acting in collusion 
with greedy rural cadres. Mr. Zhang’s move 
to Beijing seems to be a reward for the op- 
portunistic cadre’s being among the first of 
Jiang Zemin faction affiliates to have 
switched over to the Hu camp in early 2003. 
It is, however, difficult to imagine Mr. 
Zhang, a non-English speaking member of 
the nomenklatura who was educated at the 
Kim I Sung University in Pyongyang, to be 
as effective as Ms. Wu in bargaining ses- 
sions with trade officials from the United 
States or the European Union. 

And what about the people? Haven’t 
Messrs. Hu and Wen reiterated the “put- 
ting people first” dictum during hundreds 
of speeches since they came to power five 
years ago? President Hu promised at the 
congress that per capita GDP would grow 
to around $3,000 by the year 2020. Also by 
then, all rural residents will be eligible for 
unemployment and old age benefits, in ad- 
dition to health insurance and education 
subsidies. Moreover, the ccp would, Mr. 
Hu said, guarantee the people’s “right to 
know, to participate [in politics], to ex- 
press their views and to supervise [the ad- 
ministration].” There are no indications 
that such pledges are about to materialize. 
Shortly after he came to power, Mr. Hu ab- 
rogated experiments, conducted in a few 
provinces in the last years of Mr. Jiang’s 
tenure, of one-person-one-vote elections 
to pick the heads of towns and rural town- 
ships. Right now, Beijing only allows polls 


at the village level, which were begun by 
Deng Xiaoping in 1979, 

It is true that, partly due to the unex- 
pectedly huge surge in revenues going into 
the central coffers—estimated to be 5.2 tril- 
lion yuan this year (around $128 billion)— 
the Wen cabinet can afford to boost 
handouts to the needy and the disgruntled. 
Social-welfare payouts amounted to 11% of 
government spending last year, up from 
5.5% in 1998. However, peasants and work- 
ers continue to be barred from the corridors 
of power. This is evident from the composi- 
tion of the Central Committee, the great 
majority of whose seats are filled by party, 
government and military officers. Despite 
their apparent concern for the welfare of 
the masses—as well as “social justice”—the 
Hu-Wen team has continued to pursue 
Mr. Jiang’s elitist politics by recruiting 
businessmen, professors and professionals 
into the party. Some 20 full and alternate 
Central Committee members are either the 
bosses of state conglomerates or red capi- 
talists-turned-cadres. Not a single bona fide 
farmer or worker made it into the ccpcc. 

In his congress address, Mr. Hu cited 
for the first time the urgent need to but- 
tress China’s “soft power,” particularly in 
the context of raising the country’s pres- 
tige among Western countries. It is under- 
stood that ccp authorities have been 
disturbed by efforts taken by Washington, 
Tokyo, Canberra and New Delhi the past 
year to form a quasialliance that is an- 
chored upon democratic values and insti- 
tutions shared by all four countries. It is 
perhaps for this reason that despite his be- 
ing arguably even more conservative than 
predecessor Mr. Jiang, the utilitarian pres- 
ident has decided to give “democracy” and 
“scientific development” top billing in the 
party’s publicity campaigns. In the ab- 
sence of any possibility for the enfran- 
chisement of the masses, however, Mr. 
Hu’s high-sounding pledges will appear as 
hollow as they are unscientific... o U 





om INDONESIA o® 











The Rebirth 
Of Aceh 


by Oakley Brooks 





UST THREE YEARS after 
the tsunami turned much 
of downtown Banda Aceh, 
Indonesia into a waste- 
land, the city has swung to 
the other extreme. Today it has the feeling 
of a boomtown, thanks to $8 billion in aid 
from the Indonesian government and for- 
eign donors. The question remains, how- 
ever, whether this money can jumpstart 
the province’s return to its historical role 
as one of the key entrepots of the region. 

After the construction dust settles, 
Aceh should emerge with the best trading 
infrastructure in Indonesia. Across the 
province, foreign-funded work crews are 
busy upgrading ports, airports and roads. 
A four-lane, United States-funded high- 
way will run down the devastated west 
coast. Spread across Aceh’s four million in- 
habitants, the aid is three times larger in 
per capita, inflation-adjusted terms than 
that spent in post-World War II France, 
the largest beneficiary of the American 
Marshall Plan. 

None of this would be possible, of 
course, without the 2005 peace agreement 
between Jakarta and the Free Aceh Move- 





ment. As well as bringing stability, the deal 
will provide the province with upwards of 
$3 billion a year in special disbursements 
from oil and gas fields now controlled by 
the central government. Also on the plus 
side of the ledger is Aceh’s rich volcanic 
soil, which should give it an advantage in 
agricultural exports. And it sits in a stra- 
tegic trading location at the tip of Sumatra, 
a maritime crossroads between India, the 
Middle East and Southeast Asia. 

The obstacles to development are con- 
siderable, however. The 169,000 lives lost 
to the tsunami may have captured the in- 
ternational community’s attention, and 
loosened its-purse strings, but the 30-year 
separatist conflict left deeper scars by pre- 
venting investment in both infrastructure 
and human capital. Remedying these long- 
term deficits will take sustained effort. 


Healing the Wounds 


AID MONEY CAN build infrastructure, but 
it also creates its own headaches. The huge 


œo Mr. Brooks is a free-lance journalist based in 
Aceh. 


influx of donor cash has led to localized 
inflation and a culture of handouts. Edu- 
cated, English-speaking Acehnese are in 
high demand at NGos, and so enjoy gener- 
ous salaries. Less-skilled workers can also 
take lucrative posts driving sport-utility 
vehicles for the naos. But these jobs will 
not last forever. Investors will be watching 
to see whether the animal spirits of the lo- 
cal economy begin to stir. 

The conflict, as it’s called in Aceh, killed 
an estimated 15,000 people, and systematic 
terror by government and rebel troops after 
1999 left large swathes of the province trau- 
matized. The situation sent business people 
scurrying for Jakarta and Malaysia; in ru- 
ral areas, workers and small tenant holders 
fled their land. Some of the best Arabica 
coffee country in the world, in Aceh’s cen- 
tral highlands, went to seed, along with oil 
palm, rubber and cocoa plantations 
throughout the province. Oil and natural 
gas installations serving fields in the east- 
ern part of the province were often under 
siege. People who stayed tended a subsis- 
tence economy; any substantial business 
moved 500 kilometers east, to the North 
Sumatra provincial capital of Medan. One 
indicator of problems is that Acehnese are 
not taking up construction jobs, forcing 
firms to hire migrants from North Sumatra 
and Java. The unemployment rate in the 
province has held steady at 12% during the 
boom as the workforce expanded by 5%. 

Analysts worry about long-term worker 
participation, especially among ex-combat- 
ants. In a World Bank survey among veter- 
ans of the Free Aceh Movement, most said 
they preferred “trader” over roles like “la- 
borer.” Others have visions as grand as 
Aceh’s economic planners. “We’re waiting 
for an industrial company to invest here,” 
says Hasan, a former rebel. He and some 
friends occasionally sell crushed gravel to 
construction sites in Banda Aceh to make 
ends meet. But they also spend a lot of time 
sitting in the local coffee shop. The 5,000 
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or so former rebels, along with much of 
Aceh’s youth, remain poorly educated. The 
former group was living in the jungle, 
sometimes burning schools to retaliate 
against the Indonesian government. And as 
the economy worsened in the province, 
fewer people could manage fees for schools 
that were left. “The priority is definitely 
how to improve the quality of our human 
resources,” says Rahman Lubis, head of the 
planning arm of the Aceh government, who 
ticks off projects to map skills deficits and 
send students abroad for university. Close 
to one-third of Aceh’s bulging budget is to 
be dedicated to education. 

Whatever their shortcomings of talent 
and education, Acehnese have a unique 
pride and resilience, grounded in a strong 
Islamic faith that came to the fore during a 
harrowing last few years. There’s an ongo- 
ing debate in the province and throughout 
Indonesia about whether conservative Is- 
lamic social norms in Aceh (adultery, for 
instance, is sometimes punished by public 
lashing) will hurt the business climate. It’s 
impossible to answer definitively, short of 
some multinational admitting it skipped 
the province for its Shariah laws. But so far 
the Acehnese brand of faith seems to have 
helped the province more than hurt it. 
“These are copers,” says Sasha Muench, an 
economic development specialist who spent 
two and a half years working in Aceh. 

Today, with the Indonesian army and 
rebels behaving themselves (under the 
scrutiny of the aid community) fear has 
subsided. But economic dysfunction re- 
mains and it presents in myriad ways. A 
post-tsunami packaging and branding pro- 
gram aimed at rebuilding local products 
specified that packaging had to come from 
Medan, the only place a quality wrapper 
can be sourced. 

“There’s still so much trouble involved 
in doing business here,” says Tarmiyus, the 
principal in Pt. Pontia Agro Pratam, a con- 
struction supply firm which he has been op- 
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erating from Medan since the tsunami. 
“The biggest problem is the lack of capital,” 
he continues. “The banks are so tight.” 

Banks in Indonesia have been notori- 
ously stingy since the Asian financial cri- 
sis, and in historically volatile Aceh they 
are even more conservative. The loan-to- 
deposit ratio, expressed as a percentage, is 
hovering around 25% in the province (up 
some since the tsunami), compared to 65% 
at the national level last year. 

In the plantation agriculture sector, 
which many development and government 
officials are pegging to lead Aceh back into 
the export market, growers are at a stand- 
still because of the credit situation. They 
suffered wide-scale defaults as workers left 
plantations in fear. “We’re all basically 
blacklisted by the banks right now,” says 
Sabri Basyah, a palm-oil plantation owner 
who is the secretary of the estate growers 
association in Aceh. Other residual realities 
from the conflict era include extortion by 
ex-Free Aceh Movement members and 
armed highway robberies. The local paper, 
Serambi, tends to amplify their chilling ef- 
fect by splashing cartoon re-enactments 
across the front page. Meanwhile, proceeds 
from Aceh’s oil and gas fields—shared by 
the province and Jakarta—continue to dip 
as the reserves there are exhausted. 


Optimism Returns 


NEVERTHELESS, THE DEVELOPMENT com- 
munity has seeded a broad return of basic 
family businesses—roadside convenience 
shops, cafes, farming operations—and 
helped spawn new service companies, 
such as automobile rental companies and 
Internet providers. And in the traditional 
Islamic spirit, the money has spread 
through family and friends throughout the 
city. Now, herds of brand new buzzing mo- 
torbikes clog the streets, where bulldozers 
once ploughed the piles of post-tsunami 
debris like huge drifts of snow. 
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The new look and feel of Aceh has some 
well-placed leaders dreaming of a bright, 
cosmopolitan future—a 21st century econ- 
omy to complement Singapore and Malay- 
sia, just across the Straights of Malacca. 
“The origins of Aceh are as a trading hub; 
Acehnese pepper went to Boston,” says 
Said Faisal, the economic chief at the In- 
donesian government’s reconstruction 
agency in Aceh. 

An Acehnese by birth and trained in 
the insurance industry in America, Mr. 
Faisal recalls the Acehnese glory days be- 
fore Dutch colonial meddling, when the 
sultanate was a key locus of Indian Ocean 
trade, and European emissaries curried fa- 
vor in Banda Aceh. “The roots are there. 
And I don’t see any obstacles to bringing it 
back. In five years, the Acehnese will build 
back the ability to make relationships with 
the international community.” 

Aceh Governor Irwandi Yusuf, who’s 
had a dizzying two years of his own, rising 
from imprisoned Free Aceh Movement 
leader to democratically elected executive, 
is juggling a bevy of economic initiatives, 
from stamping out corruption to halting 
illegal logging to courting international 
investors. Meetings with him are punctu- 
ated by aides seeking his signature on let- 
ters of approval for myriad causes and 
ventures. 

Talented Acehnese who fled the prov- 
ince are also returning to win reconstruc- 
tion contracts and provide consulting work. 
Achmad Fadhiel worked as a consultant 
with the International Finance Corpora- 
tion after the tsunami. He’s stayed on to be 
the cro of government-owned fertilizer 
firm Iskander Muda. “I had mixed feel- 
ings,” says 42-year-old Mr. Fadhiel, who 
worked as a corporate banker in Jakarta for 
18 years. “It was the same airport terminal 
building in Banda Aceh as when I left [in 
1973, at the age of eight]. But it’s about social 
responsibility. After many years in the 
banking industry I can give people some 
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advice about financing. I'm having a lot of 
informal chats.” 

Everybody seems to be watching the 
movements of the talented and wealthy 
among the Acehnese diaspora—pegged at 
around one million people spread from Ma- 
laysia and greater Indonesia all the way to 
an enclave in Harrisburg, Pennsylvania. 
The re-entry of expatriates will send a 
strong signal to international investors 
about the health of Aceh. And, equally im- 
portant, it will spur local businesspeople to 
take the leap into industries like agricultur- 
al and seafood processing and packing, a 
logical first step in adding value to the Aceh 
economy. “The question is will the spirit of 
entrepreneurship come back?” says Paul 
McMahon, a consultant with the Indone- 
sian reconstruction agency who is organiz- 
ing an Aceh venture fund for small and 
medium businesses. 

The closest thing to a 21st century real- 
ity in Aceh is the port of Sabang on the is- 
land of Weh, which thrusts out of the ocean 
15 kilometers northwest of Banda Aceh. It’s 
the best situated harbor in the province, 
deep, sheltered and facing the open ocean 
at the mouth of the Malaccas. Established 
as a free trade port by the Dutch at the turn 
of the last century, today a steady stream of 
container ships cruise to and from Singa- 
pore, Malaysia and China, tantalizingly 
close but still out of reach. Sabang promot- 
ers are looking to change that. Last Octo- 
ber, Irish outfit Dublin Ports agreed to 
spearhead a major upgrade of the port to 
accommodate container ships. With mod- 
ern docks, Sabang could theoretically grab 
a piece of the transshipment trade in Asia 
from the backed-up gateways in Singapore 
and Penang, Malaysia and Shanghai. 

Sabang officials, including new Mayor 
Munawar Lisa, a former Free Aceh Move- 
ment official educated in the U.S., would 
also like to restore the island’s free-trade 
zone status (which led to steady car imports 
as recently as 2003). And island leaders 


want to redevelop Sabang’s whitewashed, 
Dutch-era stucco shops into a brand-name 
shopping mecca, centered around a new 
high-rise hotel. That would complement 
the island’s international backpacker tour- 
ism at beach bungalows tucked away in 
some of Weh’s sleepier coves. 

Already, downtown Sabang has a whiff 
of international flair, the colonial architec- 
tural lines melting into a gold-accented 
mosque on the hill above town. There’s 
wireless Internet in the central business 
district. Divers first discovered the island’s 
reefs in the 1980s and with only light dam- 
age from the tsunami, Weh has hosted NGO 
workers and adventure travelers since ear- 
ly 2005. Aceh’s international connections 
got a further boost this fall with a new di- 
rect flight to Kuala Lumpur. 

But more than a year after the Irish an- 
nounced they would build the port, they’ve 
still not been able to hash out an agreement 
with local authorities that will allow Dub- 
lin Ports to begin work on the international 
docks. It’s an indicator of the pace of busi- 
ness in Aceh, as the democratically elected 
government put in place early this year 
finds its legs. Still, a Dublin Ports official 
maintains the limbo period is comparable 
to other international deals he’s worked on, 
and the company is committed to investing 
in Aceh. “We're prepared to wait,” he says. 
Asking that his name not be used, he says 
he hopes docks to serve local Acehnese 
trade will open at the end of 2008. 

So far the only notable trade item of 
late in Sabang has been a late-model, red 
Ferrari, which mysteriously showed up in 
August and led to some wild speculation 
among locals about the owner. Right now, 
the port still isn’t duty free and with the 
taxes not paid on the car, it sits in hock 
with customs officials. It, even more than 
the hustle of downtown Aceh, is an apt 
marker of the hopes of a place emerging 
from a dark period, and the realities it is 
slowly overcoming. 
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Devils Emerge from 
India Nuclear Deal 


by Henry Sokolski 





HE BUSH WHITE House, ea- 
ger to establish its legacy, 
has now become frantic to 
finalize its offer of nuclear 
cooperation with India. 
Meanwhile, the Indian government, em- 
battled by its critics, is begging for more 
time. In 2005, when President George W. 
Bush first offered New Delhi forbidden U.S. 
nuclear technology, it was Prime Minister 
Manmohan Singh who was pleading to seal 
the deal and U.S. officials who were reluc- 
tantly making concessions. The reversal is 
stunning. 

Now, up is down and the Indian govern- 
ment is showing its independence with a 
vengeance: Its finance minister last week 
met with his Iranian counterpart and re- 
newed India’s commitment to complete a 
multibillion dollar gas-running pipeline 
from Iran through Pakistan to India. Also, 
to Washington’s dismay, one of India’s larg- 
er petrochemical firms just announced the 
construction of a massive, multibillion dol- 
lar oil refinery in Iran. Finally, India will 
soon be welcoming delegations from France 
and Russia to build new reactors indepen- 
dent of the U.S. nuclear deal. 





None of this is good. Certainly, if the 
Bush administration wants to improve rela- 
tions with New Delhi, promote possible 
U.S. nuclear exports to India, and uphold 
the nuclear restraints that the deal was sup- 
posed to strengthen, it has its work cut out 
for it. Simply bullying New Delhi to finalize 
the nuclear deal won’t cut it. 

Instead, given the rumblings from Cap- 
itol Hill, the White House will be pressed 
to take at least three additional steps. First, 
it will have to make sure that the Nuclear 
Suppliers Group (Nsa), of which the U.S., 
China, Russia, France and the United King- 
dom are members, does not allow any coun- 
try to sell India controlled nuclear goods 
under conditions less stringent than those 
U.S. nuclear companies have to meet under 
U.S. law. Second, it will have to get India 
that to back off it energy cooperation with 
Iran. Finally, it will have to work on other 
more important forms of energy and trade 
cooperation with India. 


œa Mr. Sokolski is executive director of the Non- 
proliferation Policy Education Center in Wash- 
ington, D.C., and editor of Gauging U.S.-Indian 
Strategic Cooperation (2007). 
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As for the White House’s current efforts 
to push India to complete the deal so Bush 
might secure full credit, it’s a clear non- 
starter. Earlier last week, Under Secretary 
of State Nicholas Burns warned that time 
was running out; that India only had the 
next few months to complete the deal with- 
out risking “damage” to U.S.-Indian rela- 
tions. Treasury Secretary Henry Paulson, 
in Bombay, to negotiate improved U.S.-In- 
dian trade ties, was even more blunt. “I 
can’t come here right now without talking 
about the civilian nuclear deal,” he said. 
“We want the nuclear deal to move as 
quickly as possible.” He talked about reduc- 
ing U.S. trade barriers in the same breath as 
he urged India to complete the deal. Pre- 
dictably, these not-so-veiled threats are 
backfiring, causing Mr. Singh’s nuclear 
backbenchers to decry Washington’s lec- 
tures as an “insult”. U.S. officials, however, 
continue to pressure India to take the last 
step to finalize a nuclear safeguards agree- 
ment with the International Atomic Energy 
Agency (IAEA), which is only feeding suspi- 
cions that Mr. Bush needs the deal more 
than India does. 

All of this is making Capitol Hill ner- 
vous. Congressmen Howard Berman and 
Jeff Fortenberry and Congresswoman Ile- 
ana Ros-Lehtinen (all members of the 
House Committee on Foreign Relations 
who supported the deal) recently warned 
the administration that unless it is more 
careful, Russia and France could easily un- 
dercut U.S. nuclear sales to India by export- 
ing reactors under far fewer conditions 
than U.S. law requires of American suppli- 
ers. Their strong recommendation, spelled 
out in a bill they tabled earlier this month, 
is to insist that NSG members, upholds the 
key requirements of U.S. nuclear export 
controls. Before the NSG meets Nov. 14-15, 
these congressmen have made it clear that 
the U.S. must press the NSG to require New 
Delhi to place all of its civilian nuclear fa- 
cilities under permanent safeguards 


(whether they use foreign fuel or not). In 
addition, they want the administration to 
require the NSG to ban exports of nuclear 
fuel making equipment or technology to In- 
dia and to prohibit India from reprocessing 
imported fuel as required by U.S. law. Fi- 
nally, and most important, their resolution 
requires the administration to get the NSG 
to cut off supplies to India, again, as U.S. 
law requires, if New Delhi resumes nuclear 
testing or violates its IAEA safeguards 
agreements. 

These demands are nettlesome. Unfor- 
tunately they’re also necessary: Earlier this 
month, senior Indian officials were report- 
ed to be scheming to short-circuit the U.S. 
deal and America’s various legal conditions 
simply by buying nuclear goods from the 
less finicky Russians and French. 

Washington is also perturbed by In- 
dia’s increasing energy ties with Iran. 
These dealings directly undermine U.S., 
European, and United Nations Security 
Council demands that Iran suspend its nu- 
clear-fuel making activities. More impor- 
tant, they fly in the face of the White 
House’s repeated assurances to Congress 
that U.S. nuclear cooperation would bring 
India around on Iran. Under the Hyde Act, 
which authorized the negotiation of nucle- 
ar cooperation with India, Congress and 
the President agreed that a key objective 
of “strategic partnership” with India was 
to secure New Delhi’s cooperation in iso- 
lating Iran for its nuclear misbehavior. 

It isn’t happening. First, Indian state- 
run oil companies have been prospecting 
for energy in Iran. One Indian operation, 
onGc Videsh Ltd., just discovered 10 tril- 
lion cubic feet of natural gas only 90 kilo- 
meters from Iran’s Bushehr nuclear reactor 
site. Second, India is making government- 
to-government energy deals with Iran. Be- 
yond renewed negotiations to build a 
massive, multibillion dollar gas pipeline 
through Pakistan, Gas Authority of India 
Ltd. (GAIL), a state-owned entity, is report- 
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ed to have completed a $22 billion natural 
gas deal that includes building a gas lique- 
faction plant that Iran does not yet have. 

Finally, India is helping to refine much 
of the gasoline Iran domestically consumes. 
Lacking sufficient domestic refining capac- 
ity, Iran exports much of its oil to get it con- 
verted into gasoline. Much of this foreign 
refining is done in India. To reduce the 
costs of continuing this awkward trade, one 
of India’s larger petro- 
chemical firms, Essar Oil 
Ltd., is now finalizing a 
deal to build a multibil- 
lion dollar refinery in 
Iran. Once India and the 
Chinese, Germans, and 
Indonesians build addi- 
tional planned refining 
plant capacity, Iran will 
be less vulnerable to a 
possible embargo. 

None of this is yet 
sanctionable under cur- 
rent U.S. laws but Con- 
gress is about to change 
this. Under the Iran 


Counterproliferation Act Prime Minister Manmohan Singh is begging for more 


time to execute the U.S.- India nuclear deal. 


of 2007, which the House 
just passed, India’s continued energy ties 
will become clear-cut a liability. Pointedly, 
the act requires the Executive to encourage 
foreign governments to “direct state and 
private-owned entities to cease all invest- 
ment in Iran’s energy sector and all exports 
of refined petroleum products to Iran.” The 
Senate is next to act on this bill and is ex- 
pected to go even further in proscribing en- 
ergy investments and refining cooperation 
with Iran. Finally, another bill in the House, 
The Iran Sanctions Act of 2007, tabled ear- 
lier this year, explicitly calls for sanctions 
against any state that refines Iran’s oil. 
The White House has reluctantly con- 
ceded these points. Earlier this summer, 
Under Secretary Burns warned his Indian 
counterparts that it would be helpful if In- 
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dia “diminished” its ties to Iran. India’s re- 
sponse was less than impressive. Now, 
Congress will urge sanctions be leveled 
against any country doing business with 
the U.S. if it fails to suspend significant en- 
ergy ties with Iran. This means that until 
and unless Tehran heeds the Security 
Council’s demand that Iran freeze its en- 
richment activities, India will be asked to 
stop offering help to Iran’s oil and gas busi- 
ness. How New Delhi 
might respond to these de- 
mands is unclear. 

On the positive side, 
the U.S. still has plenty to 
offer India. The White 
House has authorized 
Treasury Secretary Paul- 
son to launch a number of 
trade initiatives with In- 
dia. U.S. policies regarding 
farm and textile protec- 
tions as well as Indian bar- 
riers to U.S. investments 
in India are easily greater 
obstacles to improved re- 
lations than any stance re- 
garding U.S. nuclear 
exports. The same can be 
said of U.S. visa restrictions on Indian busi- 
nessmen, students and tourists. While Sen- 
ator Richard Lugar has long championed 
increased energy cooperation with India to 
promote the use of clean coal technologies. 
He recently urged Congress to implement 
Title V of the Nuclear Nonproliferation Act, 
designed to promote nonnuclear, nonfossil 
alternative energy sources. India would be 
a prime candidate for such work. 

This begs the question of the nuclear 
deal’s fate. It still might yet get completed. 
But given all of Washington’s concerns, 
India’s reluctance to act is not just under- 
standable, it’s also prudent. New Delhi, af- 
ter all, must gauge precisely what the deal 
will demand of it. So far, the answer seems 
to be abit more than it bargained for. IW 
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September of 


Her Days 


by Justin Wintle 





OLLOWING THE MASSACRE 
of scores of her supporters 
at Depayin in May 2003, 
Aung San Suu Kyi—the 
iconic figurehead of Bur- 
ma’s democracy movement and Nobel 
Peace Prize winner—was placed first in 
prison, then (for the third time in her life) 
under house arrest, at her dilapidated co- 
lonial villa by the shores of Rangoon’s Inya 
Lake. And there she still is, having clocked 
up a total of 12 years on the detention me- 
ter on Oct. 24, this year. Regular appeals 
for her release from large swathes of the 
“international community,” including the 
United States, the European Union, Japan 
and individual members of the Association 
of Southeast Asian Nations, have gone un- 
heeded. Less vociferous have been China 
and Russia, the two states most capable of 
exerting at least some pressure on Burma’s 
time-warped military leadership. Beijing 
and Moscow, one suspects, see Suu Kyi in 
much the same way as the Burmese junta 
does—a born troublemaker. 

Predictably, the clamor for Suu Kyi’s 
release intensified in step with the unfold- 
ing of events from late August through 





mid-October this year, reaching fever 
pitch during and just after the killings of 
protesters on Sept. 26 and 27. But just be- 
cause some in the crowds carried her por- 
trait during the marches it became even 
less likely that the junta leader, Senior 
General Than Shwe would contemplate re- 
storing her liberty. On both the previous 
occasions when her house arrest was lift- 
ed, in 1995 and 2002, Suu Kyi demonstrat- 
ed just how “troublesome” she can be, 
attracting huge gatherings at rallies up 
and down the country, and working hard 
to maintain overseas awareness of her 
country’s plight. 

It is improbable the military will 
chance its luck a third time. Yet there was 
at least one moment of real hope, when it 
seemed Than Shwe might have relented. 
On Sept. 20, a body of monks was permit- 
ted to approach the gates of Suu Kyi’s res- 


ew Mr. Wintle is author of Perfect Hostage, a 
biography of Aung San Suu Kyi (Hutchinson/ 
Random House, April 2007), an updated ver- 
sion of which will be published as a paperback 
by Arrow Books in early 2008. For an account of 
Mr. Wintle’s experiences while researching this 
book see www. feer.com/forum, 
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Aung San Suu Kyi meets with the minister of labor, retired Maj. Gen. 
Aung Kyi at the state guest house in Rangoon on Oct. 25, 2007. 


idential compound at 54 University 
Avenue. Not only that, but the “widow of 
Rangoon” emerged from her crumbling 
colonial villa, advanced toward the monks 
(some say with tears streaming down her 
face), and joined them in prayers for the 
betterment of Burma, with an emphasis on 
metta, or loving kindness. 

For several hours those concerned with 
Burma’s fate waited with bated breath. But 
by nightfall the military barricades around 
54 University Avenue were in place again 
and being strengthened. Next day ma- 
chine-gun emplacements appeared. It was 
even put about—falsely—that Suu Kyi had 
been removed to the even more secure 
confinement of Rangoon’s infamous pris- 
on and torture centre at Insein. Suu Kyi’s 
meeting with the monks had been an 
anomaly, an erroneous blip, almost cer- 
tainly the consequence of an unauthorized 
decision taken by whatever mid-ranking 
officer had been in charge—a small if ulti- 
mately inconsequential sign of divided loy- 
alties within the Tatmadaw (Burmese 
armed forces) itself. 

Yet the junta, perhaps quietly nudged 
by China, which has been on a charm of- 
fensive ever since the 2008 Olympic Games 
were awarded to Beijing, was under pres- 
sure to make some or other gesture of ap- 
peasement in the face of multinational 
protest. In the event, it did what it always 
does: as little as it could get away with. 
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Three weeks after the monks gathered 
outside Suu Kyi’s compound, hope flared 
again. It was reported in several media 
outlets including the India-based Mizzima 
News, an émigré Burmese weekly, that 
Suu Kyi had received visits not only from 
the Indian ambassador to Burma, but also 
(most curiously) India’s foreign minister. 
The presumed purpose of such house-calls 
was either to mediate between “the Lady” 
and the regime, or to offer Suu Kyi sanctu- 
ary in India itself. That Suu Kyi herself 
would be unlikely to accept such an offer, 
even if the regime now permitted her to 
leave, was overlooked. But this too turned 
out a false story, as Mizzima News itself 
conceded on Oct. 19. 

Notwithstanding, “mediation” was on 
the agenda, largely at the urging of United 
Nations Secretary General Ban Ki-moon. 
At the end of the September the U.N.’s spe- 
cial envoy to Burma, Ibrahim Gambari, 
was allowed to pay a four-day visit to Ran- 
goon and Naypyidaw, the regime’s atavis- 
tic new capital outside the junction town 
of Pyinmana. During his stay, Mr. Gam- 
bari met Suu Kyi twice, once before, and 
once after, an audience with Than Shwe. 

Although no details about the three 
hour meeting between Mr. Gambari and 
Suu Kyi were divulged in his formal report 
to the U.N., expectations were raised that 
the meetings were a prelude to meaningful 
dialogue between the State Peace and De- 
velopment Council and Burma’s best-loved 
democrat. Through the state broadcasting 
services, on Oct. 4, Than Shwe himself an- 
nounced that he was willing to hold talks 
with Suu Kyi and her party, the National 
League for Democracy provided she aban- 
doned four things: “confrontation; utter 
devastation; economic sanctions on Bur- 
ma; and other sanctions.” 

This was a practiced move by Than 
Shwe. It was his way of telling foreign crit- 
ics of his government to back off. Taking 
advantage of a burgeoning debate about the 
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In the photo, a thin Syu Kyi sits next to the general 


with an expression of consummate contempt. 





efficacy of sanctions, with both U.S. Presi- 
dent George W. Bush and Prime Minister 
Gordon Brown of the United Kingdom be- 
ing attacked in some quarters for preferring 
the populist politics of apparent (but inef- 
fectual) punishment to constructive en- 
gagement with the regime, he laid the 
blame for Burma’s economic woes squarely 
at Suu Kyi’s well-guarded door. His offer of 
talks was insincere: while it may have been 
intended to persuade outsiders that he was 
not implacably opposed to dialogue, it was 
couched in the usual “anti-Daw Suu Kyi” 
(Daw is a prefix used for some older Bur- 
mese females) propaganda terms. 

The NLD, or what was left of it, respond- 
ed on Oct. 9 with a statement that any pre- 
conditions to dialogue were unacceptable. 
Three days later an sppc spokesman, Colo- 
nel Thant Shin, openly rejected calls made 
by the U.N. Security Council for “negotia- 
tions” to promote “national reconciliation.” 
As far as the junta was concerned, there 
was no need for reconciliation. Some trou- 
blemakers—“agents” of “obstructionist” 
foreign powers—had taken to the streets, 
but had been satisfactorily dealt with, ac- 
cording to the “laws” of the state. Even so, 
Than Shwe was still willing to go through 
the motions. On Oct. 25, the day after pro- 
testers around the world demonstrated 
outside Chinese embassies for her release, 
Suu Kyi was taken from her villa to a near- 
by government guest house for an hour- 
long meeting with the Burmese minister of 
labor (restyled the “minister of relations”) 
and vice prime minister, retired Maj. Gen. 
Aung Kyi. 

The NLD welcomed this as a positive 
development, though it questioned how 
useful any dialogue with Suu Kyi could be 
for as long as she is denied contact with 
her own party and its members. Than 


September of Her Days : 


Shwe’s choice of intermediary also seemed 
significant because retired Maj. Gen. Aung 
Kyi is widely perceived as a “moderate,” 
even perhaps a new Khin Nyunt—the rela- 
tively progressive prime minister dis- 
missed by Than Shwe in 2004. As with the 


earlier Gambari meeting, no details of the 


discussions were released. Surprisingly 
however, that a meeting had taken place 
was widely reported by Burma’s state-con- 
trolled media. It made the front pages of 
newspapers, and there were even video 
clips transmitted on state television chan- 
nels—albeit without any sound. 

But there any cause for celebration 
ended. The junta repeated its allegation 
that it is Suu Kyi, and not the army itself, 
who is principally to blame for Burma’s 
economic woes, through her past advoca- 
cy of sanctions. Disturbingly, a photograph 
of Suu Kyi seated next to the retired Maj. 
Gen. Aung Kyi showed weight loss to the 
point of emaciation. Nor did the expres- 
sion of uncharacteristic displeasure on her 
face, angled away from her interlocutor, 
encourage optimism. It was the expression 
of a woman who knows she is being used. 

Much as I would like to be proven 
wrong, and forced one day to eat my words, 
I cannot see the retired Maj. Gen. Aung Kyi 
meeting as anything other than a faint, a 
sop to Mr. Gambari—and a particularly cru- 
el sop at that. Looking at that photograph, 
Than Shwe must have gloated in his palatial 
Naypyidaw hideout. In any case, all along 
the senc has had its own pastiche reform 
program. Virtually unnoticed by the world 
media amid the mounting turmoil, on Sept. 
4, the National Convention, made up of 
hand-picked regime loyalists, had conclud- 
ed its work after 14 years’ deliberation. A 
new constitution, guaranteeing the abso- 
lute power of the armed forces, is to be pro- 
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mulgated in 2008 and put before the people 
in the form of a referendum. If the people 
vote yes, then elections will be held some- 
time thereafter. But in case anyone is under 
any illusion that Suu Kyi might be the ben- 
eficiary of either a referendum or elections, 
the sppc sticks to its rubric, inherited from 
the equally illiberal constitution of 1974, 
that anyone married to a foreigner, wheth- 
er in the present or in the past, is ineligible 
to hold political office. Suu Kyi is the widow 

of Michael Aris, who was a British citizen, 
as well as mother to their Anglo-Burmese 
sons Alexander and Kim. 

Again, on Oct.21, two days after Presi- 
dent Bush spelled out stiffer sanctions 
against senior members of the regime, the 
SPDC reiterated that it was willing to enter 
into dialogue with Suu Kyi provided she 
made “concessions” ahead of any talks. “If 
one side makes a concession, the other side 
should do so [too]j,” a government state- 
ment quoted by the Associated Press read. 
“The situation will get worse if both sides 
are arrogantly intransigent refusing to 
budge from their stand.” But what conces- 
sions the sppc was prepared to make was 
not made clear—unless the very idea of di- 
alogue was supposed to constitute a con- 
cession by Than Shwe. 

Instead it seems entirely probable that 
Suu Kyi will remain under house arrest at 
least until such time as the constitutional 
process is concluded, and a regime-obedi- 
ent civilian government is installed. It may 
even be that the meeting with Maj. Gen. 
Aung Kyi was not so much an exercise in 


phony dialogue as an opportunity for the 
regime to tell her how many beans make 
five. That at least would explain her ex- 
pression of consummate contempt. What 
Suu Kyi herself makes of these develop- 
ments, or how indeed she has responded 
to Than Shwe’s preconditions, is unknown 
to all but a select, unaccountable few. 

According to hints dropped by Mr. 
Gambari, her exemplary fortitude in the 
face of oppression continues undimin- 
ished. But since Suu Kyi herself has always 
called for genuine dialogue with the mili- 
tary, on the back of the NLD’s 1990 massive 
election victory, the charge of intransi- 
gence sits uncomfortably. Rather it is the 
regime itself that has consistently dis- 
played obduracy, since first putting her un- 
der house arrest in 1989. 

What puzzles some is that Burma’s gen- 
erals have not just done away with Suu Kyi, 
the way it has done away with many other 
dissidents. The usual explanation advanced 
is that as the daughter of Aung San, the fa- 
ther of Burmese independence, she is some- 
how inviolable. To remove her altogether 
would not only arouse an even greater out- 
cry from the U.S. and other countries in the 
Western camp, but would significantly in- 
crease the risk of a desperate popular revolt 
on a scale not seen since 1988. 

But as time passes, one senses another 
reason why the junta preserves Suu Kyi’s 
life. As the living embodiment of nonvio- 
lent protest in Burma, she unwittingly 
plays into the regime’s hands. Peaceniks 
the generals can deal with. ii 
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Asia’s Much-Needed 
Low Carb Diet 


by Paul Steele and Sergio Feld 





LIMATE CHANGE, typically 
viewed as a threat, also 
presents a once-in-a-gen- 
eration opportunity to Asia 
to lead the next Industrial 
Revolution as the world shifts to a low-car- 
bon economy. Just as Britain dominated the 
world in the 18th century after it estab- 
lished its lead in the Industrial Revolution, 
based on fossil fuels, Asia could dominate 
the world’s politics and economics in the 
future by leading the next shift away from 
fossil fuels and toward low-carbon emis- 
sions. It is only through this radical move 
that the impacts of climate change can be 
reduced. This shift to a low-carbon econo- 
my will create demand for new products, 
new technologies and open new markets. 
But will Asia seize the opportunity for mar- 
ket leadership? 

The success of switches to low-carbon 
economies in Asia so far is mixed and var- 
ies by country. Asia needs to move fast if it 
wants to be a market leader. Competition 
for low carbon technologies is picking up 
in Europe and some parts of the United 
States as the private sector and some gov- 
ernments start to make the shift. Morover, 





the emerging global carbon market of Lon- 
don is booming. Asia has the skills, labor, 
technology base and entrepreneurship to 
lead the low-carbon revolution. Asia’s pri- 
vate sector can seize the opportunity to 
lead the revolution of decarbonization just 
as it has led the race for globalization. 

But Asia’s dynamic private sector needs 
governments to provide the enabling 
framework and incentives to make this 
happen. A key turning point could be the 
approach Asian governments take when 
the world meets in Bali, Indonesia in De- 
cember 2007 for the annual United Na- 
tions Framework Convention on Climate 
Change—the major global agreement on 
tackling climate change. In the run up to 
this meeting, the Intergovernmental Pan- 
el on Climate Change was honored with 
this year’s Nobel Peace Prize. Their latest 
reports have shown that climate change is 
already having a dramatic impact on Asia 
and will continue to do so. 


œo Messrs. Steele and Feld are environment advi- 
sor at the UNDP Regional Center in Colombo, and 
environment practice team leader and policy ad- 
visor at the UNDP Regional Center in Bangkok, 
respectively. 
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Japan exceeds China in per capita emissions 
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Global Emissions Rising 


THE BAD NEWS is that far from falling, 
global emissions are actually rising—and 
fast. From 1990 to 2005, the signatories of 
Kyoto Protocol pledged to cut emissions by 
5% from 1990 levels and progress on this 
target is broadly on track due largely to the 
economic decline in Russia and Central 
Europe. But the Kyoto Protocol covers 
only a limited share of emissions and ex- 
cludes the United States and much of Asia. 
So globally, emissions are expected to in- 
crease 50% by the year 2030 from about 40 
gigatonnes of carbon-dioxide equivalent 
per year in 2000 to a projected range of 
50-76 gigatonnes per year by 2030. 
Evidence from the 1pcc indicates that 
“business as usual” (i.e., a 50% increase in 
emissions by the year 2030) would lead to 
a five-degree-Celsius rise in temperature. 
The difference between now and the last 
ice age over 10,000 years ago, is only about 
five degrees Celsius. With such rises, tip- 
ping points could be reached that lead to 
the melting of large ice sheets in Green- 
land and ice caps in the Himalayas, the 
permafrost could thaw and the major riv- 
ers on the Indian subcontinent would 
flood. All these could lead to a runaway 
rise with catastrophic implications. 
While there is debate about what exact- 
ly is a dangerous level of greenhouse gas 
concentrations, European Union member 


states have defined dangerous as a doubling 
of preindustrial levels (i.e., 450 parts per 
million of carbon-dioxide equivalent) 
which would still lead to a minimum of 
two degrees Celsius of warming above pre- 
industrial levels. Due to the growing exist- 
ing stock of greenhouse gases, this level of 
concentration requires GHGs to be reduced 
by at least half by 2050, from 1990 levels. 

Already Asia emits about one-third of 
global GHGs —although this is not surpris- 
ing as it has over half the world’s popula- 
tion. China, Indonesia (from deforestation), 
Japan and India are the major emitters in 
Asia. In terms of total past emissions, many 
other industrialized countries have emitted 
more, and per capita emissions are low (see 
figure nearby). It is likely that China is 
about to, or has already surpassed U.S. 
emissions and has become the world’s larg- 
est emitter. Indonesia could be the third- 
largest global emitter after China and the 
U.S. if deforestation emissions are included. 
India’s emissions are lower, but growing 
rapidly. It is estimated that by the year 
2030, Asia’s emissions will have increased 
from 33% to 50% of global emissions. 

Reducing emissions by half by 2050 in- 
stead of allowing them to double would re- 
quire a massive reduction. The good news 
is that the technology exists now for such 
a major reduction in emissions: 

æ Electricity. The production and con- 
sumption of electricity will need to provide 
over 60% of global emissions reductions. 
These reductions could result from in- 
creased efficiency and the greater use of re- 
newables, clean coal, carbon capture and 
storage, and nuclear power. This challenge 
is particularly acute in China, India and the 
U.S., each of which depend on coal for over 
half of electricity needs. 

æ Industry. Reduced emissions are rel- 
atively low cost especially in energy inten- 
sive industries such as cement and steel. 

* Transport. Fuel efficiency is the 
most cost-effective intervention for vehi- 
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India and China’s policies will greatly influence the 


world’s chances of success in fighting climate change. 





cle transport. There is a vigorous debate 
about biofuels as some of the less advanced 
methods of production lead to very limited 
GHG emission reductions and can cause 
land expropriation and increased food 
prices. Airlines emissions are a challenge 
as they remain unregulated by the Kyoto 
agreement and only limited technologies 
exist to reduce emissions. 

® Land use. 18% of GHG emissions 
come from land-use factors, primarily de- 
forestation. Some have argued that land 
use, for all its importance, represents a rel- 
atively low-cost method for reducing emis- 
sions, but this is under debate and would 
require careful monitoring. 

æ Agriculture. Which makes up an es- 
timated 14% of global emissions is now re- 
ceiving more attention through changing 
crop-production methods. 

While technologies exist, the challenge 
is whether efficiency improvements, new 
technologies or new products can be 
brought in fast enough to make up for in- 
creased demand for goods and services 
and population growth. 


The Government’s Role 


ASIA-PACIFIC COUNTRIES ARE already 
starting to make the changes in technol- 
ogy and lifestyles that would be required 
for the low-carbon revolution. Changes 
will be driven by active citizens and the 
private sector. However, governments 
have a key role to play in encouraging 
these changes by establishing standards 
and regulations, setting realistic and stan- 
dardized carbon pricing, supporting re- 
search.and development, and ironing out 
a global agreement to reduce emissions. 
The responses of Asia’s governments 
have been mixed. Japan has a long lead 


Asia’s Much-Needed Low Carb Diet 4. 


with its history of energy conservation, 
and an auto industry that is aggressively 
reducing emissions. Tiger economies like 
Thailand are also changing fast. Australia 
remains a laggard with its abundance of 
cheap coal and energy-intensive develop- 
ment of large cities in arid locations. But 
the two key economies that matter are 
China and India. 

Both China and India are weighed down 
(as is the U.S.) by heavy dependence on 
coal. On the positive side, while there is still 
debate in the Chinese and Indian govern- 
ments about the necessity of emissions tar- 
gets, public opinion may be changing and 
some private companies see the market op- 
portunities of a low-carbon world. Even the 
stance of the Chinese and Indian govern- 
ments seems to be shifting. China has set 
tough national targets for energy efficiency, 
renewables and increased tree cover, but 
implementation challenges remain at pro- 
vincial levels. Recent disasters and reports 
that indicate that India is among the worst 
affected by climate change have affected 
policy, and India will develop a “Global 
Warming Road Map” by November 2007. 
The next 10 years will show whether Asian 
countries, particularly China and India, 
can rise to the challenge and take advan- 
tage of the opportunities that will come 
with reducing GHGs and leading the low 
carbon revolution. 

Asian governments can take four major 
steps to promote this second Industrial 
Revolution: create sound standards and 
regulations; price carbon efficiently; sup- 
port research and development; and form 
international agreements and targets. 
While international debate and controver- 
sy has focused on reduction targets, the 
first three issues are crucial to implement- 
ing any target. 
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China is sprinting by the U.S. to became the world’s 
leading emitter of Carbon Dioxide 
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Currently Asian governments are pro- 
moting many standards and regulations to 
increase efficiency, promote new technolo- 
gies and products, and create a legally 
binding approach to climate change. Some 
investments are already profitable for peo- 
ple to make but they are not done due to 
inertia in behavior and industrial systems. 
Many countries are now planning to phase 
out old-style light bulbs within ten years. 
In India, Greenpeace is gathering signa- 
tures to petition the government to phase 
out and eventually ban conventional elec- 
tric bulbs. Minimum levels of renewable 
energy are mandated by the Eu, many U.S. 
states and now there are even examples in 
China and India. Renewable markets are 
now booming and one of the richest men in 
China is the owner of the solar power man- 
ufacturer SunTech valued at $5 billion. 

In addition, standardized carbon pric- 
es are needed as there has been no cost for 
carbon emissions set by the market until 
recently—with the market mechanisms of 
the Kyoto protocol. Carbon prices can be 
set through either a tax or a trading sys- 
tem. Oil price increases have already acted 
like an indirect carbon tax to make emis- 
sions costly. While China sells carbon at 
about $10 per-tonne carbon-dioxide equiv- 
alent through the clean development 
mechanism of the Kyoto Protocol, Norway 
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has gone the furthest by setting a carbon 
tax of $50 per-tonne carbon-dioxide 
equivalent. But in general, currently trad- 
ed carbon prices are too low due to short- 
comings in the current systems and an 
excess of carbon credits. 

A global carbon price of $20-$50 per- 
tonne carbon-dioxide equivalent would 
make most key carbon reducing technolo- 
gies viable. Furthermore there are signs 
that carbon prices are likely to rise. This 
would not have to be politically unaccept- 
able as a $20 carbon price would only in- 
crease U.S. gas prices by 6%, while U.S. 
electricity prices would rise by an estimat- 
ed 14%. However, this assumes that all 
countries adopt these carbon prices and 
hence again demonstrates the cost savings 
that would be achieved globally if Asia 
were also a part of the global-emission 
pricing scheme. Simply put, Europe ben- 
efits from buying carbon credits from Asia, 
and Asia benefits from the funds the trade 
brings in. In 2006, EU purchases of Chi- 
nese Clean Development Mechanism car- 
bon credits reached $2.5 billion, which is 
equivalent to over 20% of the Evu’s foreign 
direct investment in China. 

If carbon credit prices are important 
now, research and development will be vi- 
tal for the future. R&D is a public good 
that benefits many players both nationally 
and globally. In addition there are many 
risky investments, such as carbon capture, 
which may have low returns now. There is 
growing venture capital going into some 
of these low carbon technologies, but these 
investors may still focus on the areas with 
the fastest return. Often a medium and 
long-term perspective is needed—as shown 
by the huge fall in renewable energy pric- 
es over the last 30 years—often only pos- 
sible with major government support. 

Perhaps the most dramatic fall is in 
wind energy which is now available at 
about $0.07 per kilowatt hour compared 
to prices in the 1970s of $2. However, con- 


trary to what might be expected, actual 
spending on energy R&D, by both govern- 
ment and the private sector has been fall- 
ing. This is starting to change now and in 
2006 it was estimated that spending on re- 
newable energy had reached $100 billion. 
R&D for a low-carbon economy can be 
supported by public-private partnership, 
tax breaks and subsidies. 


Step Up Asia 


FINALLY, INTERNATIONAL AGREEMENTS and 
targets for GHG reductions covering as 
many countries as possible are of key im- 
portance to solving the problem. The more 
countries involved, the easier and cheaper 
reductions are. Targets are also an impor- 
tant signal to consumers and producers. 
The main international agreement on cli- 
mate change is the United Nations Frame- 
work Convention on Climate Change, 
which was agreed on in 1992 at the Rio 
Summit and has now been ratified by 191 
countries including the U.S. Five years af- 
ter the Convention, a protocol was agreed 
in Kyoto, which has now been ratified by 
173 countries, but still not by the U.S. or 
Australia. Under the Kyoto Protocol the 
so-called Annex I (richer) countries have 
to reduce their emissions by 5% by the year 
2012 from their 1990 level. The search is 
now on to agree upon a future protocol to 
cover the year 2012 and onwards when the 
Kyoto targets expire. It has been agreed 
that such an agreement should be in place 
by 2009 so that the next meetings of the 
Convention signatories, known as the con- 
ference of the parties, meeting in Indone- 
sia in December 2007 will wrestle with 
this issue. The views of China and India 
will be key to an international commit- 
ment to reduce GHG emissions. The EU is 
committed to reduce GHG emissions by 
20% by 2020 (from 1990 levels), and by 
30% if other countries such as the U.S., 
China and India also commit to targets. 


Japan and Canada, in the run up to the 
Group of Eight leading nations meetings 
in Germany in June 2007, have also agreed 
to a target of halving global emissions by 
2050. There is about a ten-year window to 
put in place available technology to reach 
this target before GHG concentration levels 
are on the path to dangerous levels. Asia is 
important as the more countries that are 
included in the global cue reduction tar- 
gets, the easier it will be to reach. If China, 
Indonesia and India are not included, then 
it may be very hard for the richer Organi- 
zation for Economic Cooperation and De- 
velopment countries to reduce their 
emissions fast enough in the required time 
frame and so temperatures will continue 
to rise. 

The Asia-Pacific region is already the 
region that suffers most from extreme 
weather events and these will likely in- 
crease with climate change. Recent exam- 
ples include floods across South Asia that 
affected 20 million people, cyclones in Ka- 
rachi and across Pakistan that displaced a 
million people and the heat waves and 
floods in India that affected several mil- 
lion more. The threat of sea-level rise on 
many small island countries in the Pacific 
is well known, but in the archipelagos of 
Indonesia and the Philippines, many is- 
lands could disappear completely, forcing 
people to migrate. Crop yields are predict- 
ed to fall in many places as rainfall pat- 
terns change, rivers dry up and heat waves 
increase. The retreat of the Himalayan 
glaciers, which serve as water towers for 
the great rivers of Asia—the Ganges, In- 
dus, Mekong and Yangtze will affect mil- 
lions of people, increasing hunger across 
the region. 

The policies put forward by the Asian 
governments, especially India and China, 
this December and in the coming years 
will go a long way in determining the 
world’s ability to effectively deal with 
global climate change. W 
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Total Recall: A Flawed 
System of Trade 


by Ryan Finstad 





NITED STATES SEN. Charles 
Schumer, when asked 
about the recent apology 
by a Mattel executive to 
the head of China’s prod- 
uct safety agency quipped: “It’s like a bank 
robber apologizing to his accomplice in- 
stead of to the person who was robbed.” 
Sen. Schumer has also gone on record say- 
ing, “China should be apologizing as well 
to consumers around the world.” 

Unabashed China bashing has become 
a mainstay in the wake of the product re- 
calls that are sweeping the U.S. Product 
safety is a sensitive issue that strikes close 
to home for many Americans, and the 
chance to score points with populist voters 
has not been missed by savvy politicians. 
A long list of grievances makes China an 
easy target, and the recalls have provided 
a convenient pretext for the all-out, public- 
relations assault that has ensued. 

Atop this list is the burgeoning trade 
deficit which rose 15.4% to more than $230 
billion last year, the largest imbalance with 
a single trading partner on record. Critics 
like Sen. Schumer focus much of their ire 
on the undervalued Chinese currency, al- 





ready having gone so far as to introduce a 
bill that would impose a 27.5% tariff on Chi- 
nese imports if the yuan is not allowed to 
appreciate more drastically. But politics 
and rhetoric aside, the issue is more com- 
plex than a simple rate of exchange. The 
bottom line is that American consumers are 
addicted to cheap goods, and at present 
many of these goods are made in China. 
Low wages, poor working conditions and 
nonexistent environmental controls are 
some of the comparative advantages that 
factories leverage to produce these cheap 
products. As China’s economy has begun to 
mature, however, many of these advantag- 
es are drying up. In the face of rising costs, 
manufacturers have struggled to find new 
factors in the manufacturing process to ex- 
ploit. Unfortunately, the factor with the 
most room to give has been quality. 

The recalls are symptomatic of a basic 
flaw in the contract-manufacturing para- 
digm that is pervasive today. By failing to 
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adequately monitor the production and in- 
spect the quality of the goods that they 
buy, companies create what economists 
call a moral hazard for their manufactur- 
ers. Rising production costs and intense 
price pressures make it increasingly diffi- 
cult for manufacturers to keep profit mar- 
gins intact. In the face of this, failing to 
implement quality verification is essential- 
ly an invitation to cheat on quality and 
produce substandard goods. 


Rising Costs of Production 


SINCE BEIJING BEGAN to let the currency 
float in 2005, the yuan has appreciated 
more than 9% against the dollar. As devel- 
opment booms, energy and raw material 
prices have followed a similar upward 
trend, and just this summer the Chinese 
government implemented a sudden change 
to the value-added tax that effectively in- 
creased taxes by as much as 17% on some 
exports. Although there is no official data, 
estimates put annual labor cost increases in 
the range of 10%. This is painful for import- 
ers and exporters alike, but it should come 
as no surprise that production costs are ris- 
ing in concert with improving standards of 
living. This is perhaps best demonstrated 
through the eyes of Chinese workers that 
have moved on from factory life. 

One such former laborer is Tina Zhang, 
a native of rural Anhui province who 
worked at a number of factories across 
Eastern China before deciding to call it 
quits. Her hometown offered scant oppor- 
tunity for people her age, and like many in 
her high school class she left “in search of 
opportunity and the outside world.” She 
worked her way from one industrial me- 
tropolis to another, finding jobs in Fujian, 
Wenzhou and Guangzhou before finally 
making her way to Shenzhen. But in 2001, 
Ms. Zhang quit her job and enrolled at a 
computer-training center, living with a rel- 
ative and using the money she had saved to 
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pay for tuition. “Hours at the factory were 
too long, and for the pay it was not worth it 
anymore,” she recalls. At that time, her 
monthly salary was just 400 yuan ($53.42), 
Ms. Zhang learned to use a computer and 
the internet and studied English in her 
spare time. After finishing school she found 
a job as a hostess at a hotel in Shenzhen and 
later at an export company in the same city. 
Today, she runs her own small trading com- 
pany from home via the internet. By the 
time her younger brother graduated high 
school, Ms. Zhang was able to help her par- 
ents pay to send him to college where he 
studied computer science; he would not 
work in a shoe factory. 

Ms. Zhang’s story is inspiring, but it is 
not unique. Research has revealed that the 
once widely reported “labor shortage” in 
southern China was nothing more than a 
fallacy. When interviewed, managers and 
officials explained that there was actually 
an abundance of workers seeking the high- 
er paying manufacturing jobs, and facto- 
ries that paid employees well did not report 
any recruitment trouble. “We are hiring 
more workers every day,” said Mike Lai, 
Plant Manager at DuPont Shenzhen, when 
asked about the labor shortage. 

In Shenzhen, the minimum wage was 
690 yuan per month, the highest in China. 
But Wu Liyong, an official at the Shenzhen 
Labor and Social Welfare Bureau, estimat- 
ed that a monthly salary of 1,000 yuan was 
necessary for companies to keep enough 
staff to maintain production levels in the 
city. Companies that paid just the govern- 
ment-mandated minimum salary could 
not attract enough workers to keep churn- 
ing out their cheap goods. Following a sim- 
ple economic model, salaries should have 
increased to the equilibrium level that 
would keep jobs filled, and these increases 
should have been built into the cost of 
goods in the form of higher prices. The 
mystery—why was there such a long time 
lag before the labor market stabilized? 





The bank robber and the accomplice, Mattel’s executive vice president 
and China’s Li Changjiang meet after Mattel’s apology to China. 


The phenomenon was explained over the 
course of discussions with managers of 
these cheap-goods factories: economic 
models out the window, the foreign buyers 
of these products were simply not willing 
to accept price increases. 


The Wal-Mart Effect 


DISCUSSING MANUFACTURING TRENDS 
with factories managers in China invari- 
ably leads back to one topic: Wal-Mart. 
Critics both at home and abroad deride 
Wal-Mart for what they say are unethical 
employment and business practices. A 
common defense of the company is that its 
consistently rock-bottom prices give low- 
income consumers access to products that 
they would otherwise not be able to afford. 
One of the ways the retail giant achieves 
this is through economies of scale, using 
its enormous buying power to purchase in 
bulk and negotiate cheaper prices from 
suppliers. Wal-Mart contracts with more 
than 5,000 factories to produce its goods 
in China and the eye-popping $18 billion 
worth of goods the company purchased 
last year makes it China’s eighth-largest 
trading partner (ahead of Russia). Though 
it is undoubtedly the largest, Wal-Mart is 
not alone in this industry. Aside from the 
retailers themselves, brands that sell their 
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goods in these stores are subject to similar 
pressures and operate in much the same 
fashion. All of these companies compete 
with one another to offer the lowest pric- 
es, and they are notorious amongst Chi- 
nese manufacturers for the ferocity with 
which they negotiate. 

While most Chinese producers love to 
bemoan the headaches of doing business 
with the world’s biggest customers, for 
most it is difficult to avoid. Those that pre- 
fer to do without sales to discount retailers 
still usually end up supplying them indi- 
rectly through branded products that they 
produce under contract for Western firms. 
In the end, the sheer volume of the indus- 
try means that few producers are insulat- 
ed from the downward price pressures 
that ripple throughout the supply chain. 


Contract Manufacturing 


THE LARGE CAPITAL investment entailed in 
a wholly foreign owned enterprise and the 
concerns associated with joint ventures 
have made contract manufacturing the par- 
adigm of choice for foreign firms that pro- 
cure finished goods from China. This means 
that when you purchase an “Uncle Sam’s 
Brand” widget at your hypermarket, it is 
likely that it was produced by “People’s 
Manufacturing Company.” Let’s take a look 
at the relationship between these two hy- 
pothetical entities to better understand 
how the signals that they send each other 
ultimately dictate the final product. 

Having accepted the order at Uncle 
Sam’s lower price target, People’s Co. now 
has to decide if it will sacrifice some of its 
profit margin or cut costs by substituting 
cheaper materials. On the flip side, Uncle 
Sam’s must decide if it will send in a quality 
inspection team. Neither knows in advance 
what his counterpart will do, and therefore 
each bases his own action on what he ex- 
pects of the other. 

People’s Co. has the highest payoff when 


48 FAR EASTERN ECONOMIC REVIEW = November 2007 


By failing to monitor the quality of goods they buy, 


companies create a moral hazard for manufacturers. 





it can reduce costs by lowering the quality 
of the goods it produces without getting 
caught. Uncle Sam’s has the highest payoff 
when it purchases goods that meet its qual- 
ity standards without having to expend re- 
sources to verify this. Both parties pay a 
price if they are caught selling sub-stan- 
dard goods, and thus must make a cost-ben- 
efit analysis by weighing the potential 
savings against the potential costs. 

In reality, Uncle Sam’s Brand will pay an 
extremely high penalty if the product it 
buys and subsequently resells to Western 
consumers does not meet quality standards: 
a product recall. In addition to the direct 
costs of removing its goods from supermar- 
ket shelves, the company may face lawsuits 
from injured customers, fines from the re- 
tailer and immeasurable damage to its 
brand name. Although it differs for every 
industry and product, the cost of imple- 
menting quality inspections is almost al- 
ways much lower than the costs endured in 
the case of a product recall. 

Conversely, the penalty to People’s Co. 
for failing a quality inspection is relatively 
low. It will have to absorb the costs of re- 
working the goods to a higher standard or 
scrap the batch and start over. It may be 
subject to fines from the customer and if it 
is a recurring problem, may jeopardize the 
potential for future business. China Peo- 
ple’s Co., however, does not have a well-de- 
veloped brand name and is unlikely to be 
held liable in a Chinese court. The manager 
of the company tends to take a short-term 
business outlook and is more focused on 
maximizing profits from the next deal rath- 
er than the next decade. Don’t be fooled by 
the Chinese government’s recent example 
making of Cheung Shu-hung, owner of the 
infamous Lee Der Industrial Co. that pro- 
duced tainted toys for Mattel; in the case of 


being discredited publicly, many companies 
may simply change their name without so 
much as closing the factory doors. Though 
there is also some industry and product 
variance, the savings from substituting 
cheaper materials can be quite high relative 
to the costs of infrequently rejected ship- 
ments. Of course, the more regularly a man- 
ufacturer is caught the greater his average 
cost becomes. The pivotal factor in the de- 
cision making process, therefore, is how 
high People’s Co. estimates the likelihood 
of a quality inspection to be. 

Using this analysis to understand the 
logical process is the first step in preventing 
a quality problem. The average cost that 
People’s Co. pays for each substandard 
batch is dependent on two variables: Per- 
centage of bad shipments caught and the 
cost of each shipment caught. Both of these 
factors can be altered by the way Uncle 
Sam’s Brand applies its quality. controls. 
The second step in prevention, then, is en- 
suring that quality control is implemented 
in a way that maximizes these factors. 


Changing the Rules of the Game 


THE TEXTBOOK SOLUTION to this principal- 
agent problem is to alter the incentive struc- 
ture. In practical terms, this means that 
Uncle Sam’s must increase the likelihood 
that it will catch substandard shipments by 
improving its quality-assurance regime. 
This will result in a decreased frequency of 
low-quality shipments as manufacturers 
internalize the greater likelihood that 
batches will be given quality inspections. 
Uncle Sam’s can add further pressure by 
increasing the penalties for failing a quality 
inspection. An effective way to increase 
penalties is to pass on all the tangible costs 
of a failed quality inspection to manufac- 
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turers. This may include the cost of remak- 
ing the goods, fines imposed by retailers for 
late delivery and air-freight costs to get the 
remade goods to market faster. Uncle Sam’s 
Brand can also require that factories pay for 
a third-party factory audit after failing a 
finished goods inspection and could even 
tack on an outright fine. 

Hindsight being 20-20, it may seem cu- 
rious that not all companies have robust 
and well documented policies in place. 
However many companies and, indeed, 
entire industries have decades-long track 
records of international sourcing without 
incident. Companies that have long-stand- 
ing relationships with their manufactur- 
ers have naturally become more lax over 
time. As these firms searched for ways to 
cut costs, they may have reduced or elimi- 
nated monitoring of manufacturers that 
had historically performed well. At the 
same time, the changing economic land- 
scape in China has presented new incen- 
tives for manufacturers to sacrifice quality. 
Companies like Wal-Mart are lauded for 
their ability to lower prices by pushing in- 
efficiencies out of their supply chain, 
thereby forcing manufactures to find ways 
to make things cheaper. But where do we 
draw the line on what is an acceptable 
modification to the manufacturing pro- 
cess? With aclear incentive to water down 
the quality of their products and all the 
pressure in the world to lower prices, man- 
ufacturers must not be left to answer this 
question alone. 

It would be difficult to overstate the im- 
portance of relationships in China and this 
analysis is by no means meant to downplay 
that factor. Purchasing is more than a math 
equation, and cultivating relations is an es- 
sential part of business. It is, however, no 
substitute for factual verification. 

Developing a vendor manual that details 
all requirements is a vital tool for commu- 
nicating with suppliers. John Tang, former 
director of sales and marketing in Asia for 
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furniture components manufacturer Hick- 
ory Springs, explains another reason to de- 
velop written protocols: “A frequent 
problem we saw was that our sales and pro- 
curement teams were not always on the 
same page regarding what level of variance 
was acceptable.” In one example, inspec- 
tors did not regard chipped paint on inter- 
nal parts as reason to reject a shipment, as 
this does not affect usability and the parts 
are not visible on the final product. Sales- 
men, however, found that customers re- 
garded this as a sign that there might be 
further problems below the surface. “There 
was a total disconnect,” said Mr. Tang. 

In addition to ensuring that depart- 
ments see eye to eye internally, compiling a 
written document that lays out specifica- 
tions serves as a basis for the second part of 
the equation: quality inspections. Ideally, 
a vendor manual should include a list of ap- 
proved ingredients, banned substances and 
testing methods. Requiring vendors to im- 
plement a system of lot-coding creates a pa- 
per trail that will be useful in tracing any 
problems that come up during testing back 
to the various batches of raw materials 
used. Finally, the manual ought to explain 
the procedure for dealing with shipments 
of substandard goods; making transgres- 
sions as costly as possible for manufactur- 
ers is the most effective way to ensure their 
interest in compliance. 

It is easy to point fingers and demonize 
Chinese manufacturers that produce toys 
with lead paint for children and poisonous 
food for dogs. At the end of the day, how- 
ever, a balanced analysis provides some 
much-needed perspective into the system- 
ic problems behind these revelations. Rath- 
er than spending time deciding who ought 
to apologize to whom, every company 
should be taking a hard look at making im- 
provements to its quality-assurance pro- 
gram that will rectify the structure of 
perverse incentives threatening supply- 
chain integrity. Li 
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China’s Bitter Little Pill 


by Hana Brixi 


HE YEAR 2007 could be a water- 
T shed year for China’s health-sys- 

tem reform. It is the year when 
the Chinese government acknowledged 
that it is a fundamental government re- 
sponsibility to ensure that every citizen is 
able to enjoy basic health care. During the 
17th Congress of China’s Communist par- 
ty in October 2007, vice minister of health, 
Gao Qiang made it clear that the govern- 
ment is working on a health-system re- 
form agenda. His statement that, “all 
Chinese people in urban and rural areas 
will have basic medical care and health 
services by 2020,” is a major commitment 
for change. 

Twelve months after President Hu Jin- 
tao publicly outlined a vision for stronger 
government involvement in public health, 
an agenda is starting to take a shape—driv- 
en by a high-level working group consisting 
of 15 line ministries. In a commendable 
move, early in 2007, this group commis- 





sioned seven international and domestic or- 
ganizations, including the World Health 
Organization and World Bank, to develop 
proposals for health-system reform in Chi- 
na. Picking and choosing from these pro- 
posals, the group has served as a platform 
to build a consensus across the many differ- 
ent ministries that share health-related re- 
sponsibilities. In October, the government 
announced that a framework for future 
health-system reforms is due to be present- 
ed for public discussion soon. The involve- 
ment of outside experts early in the design 
and the promise ofa participatory approach 
in the reform process are encouraging. 
Analysts and the public have reacted 
with new hopes of more government fund- 
ing for basic health care, and of government 
assurance of universal coverage and qual- 


ao Ms. Brixi is a senior economist at the World 
Bank and from 2004-07 served as adviser at the 
World Health Organization. 
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Passersby watch curiously as art students stage a contemporary art 
performance mocking the profit-hungry Chinese health system. 


ity in the delivery of care. The burning 
challenges of questionable safety of medi- 
cines, profit-driven incentives conflicting 
with the patient’s interest among medical 
professionals and impoverishment due to 
medical bills may become problems of the 
past. 

Recent initiatives on health insurance 
for the rural population and those outside 
the formal labor market in urban areas 
show that the government is ready to 
move. During 2005-07, rural cooperative 
medical schemes have expanded coverage 
to an estimated 80% of China’s rural pop- 
ulation from less than 24%. An open de- 
bate has effectively drawn attention to the 
schemes’ initial failings and gradual im- 
provements are on the agenda. 

In order to translate the new commit- 
ment into a reality, the government will 
need to resolve immensely complex chal- 
lenges to address the financial flows, in- 
centives and capacities throughout the 
health system. Moreover, the alignment of 
financing, incentives and capacities will 
require tackling the complexities of Chi- 
na’s systems of governance and public fi- 
nance (such as the relationships across the 
five levels of government and some 20 
health-related ministries at the central 
government level). Complex institutional 
reforms and enormous political resolve— 
in addition to technical prowess—will be 
required in the coming months and years 





to develop a coherent reform strategy. 

Policy pragmatism is at the heart of Chi- 
na’s spectacular success in economic devel- 
opment and poverty reduction over the past 
three decades and that pragmatism will 
serve health-system reform well. But it is 
likely to be tested to the limits before coun- 
try-wide results will be attained. 

For its level of development, China’s 
health outcomes are respectable. By 2005, 
life expectancy reached 72.4 years; mater- 
nal, infant and under-five mortality rates 
declined to 47.7 per 100,000, and 19.0 and 
22.5 per 1,000, respectively—levels compa- 
rable with middle-income countries. Since 
1980, health in China’s developed coastal 
areas has improved on an unprecedented 
scale, with indicators already reaching the 
levels of advanced countries. A child born 
in China’s coastal provinces is expected to 
live for 80 years. 


A Flawed System 


DISPARITIES IN HEALTH indicators across 
China’s locations and population groups 
have been rising. The gap in life expectan- 
cy between the five top and five bottom 
provinces is more than 10 years. A child 
born in less developed provinces is up to 
seven times more likely to die before 
reaching his fifth birthday than a child 
born in the costal provinces. 

These rising disparities—although af- 
fected by socioeconomic determinants— 
can be partly traced back to the problems 
of China’s health system. Over the past 30 
years, trained specialists and advanced 
care have become available in large cities. 
For a majority of China’s population, how- 
ever, the decision to seek even simple non- 
hospital medical care, like early treatment 
for hypertension, often implies “cata- 
strophic” out-of-pocket expenditures. Up 
to 50% of poor people in China report their 
ill health and medical bills as the single 
biggest cause of their poverty. 
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The financial obstacles to health ser- 
vices in China are largely related to two 
factors. First, the cost and price of health 
services are rising at an alarming rate. 
This is largely driven by weaknesses in the 
provider payment system and regulatory 
and enforcement systems. 

Second, the majority of China’s popula- 
tion fully depends on out-of-pocket spend- 
ing to cover the cost of health services. Net 
out-of-pocket spending comprised about 
55% of total health spending in 2005—the 
share being as high as 90% in rural areas, 
although this percentage will likely de- 
cline with the expansion of the rural co- 
operative medical schemes. The lack of 
financial protection has been forcing rural 
households to amass savings. 

Another important challenge relates to 
the safety and quality of care. People are 
concerned about basic health safety, in- 
cluding unsafe medicines and improperly 
selected and conducted treatments. Dis- 
torted incentives and inadequate skills of 
the providers of care are often to blame. 

Generally, the problems of safety and 
quality as well as the financial obstacles in 
access to care are driven by common under- 
lying reasons in the area of health financ- 
ing, service delivery and governance. The 
government has contributed too few re- 
sources to the delivery of public health and 
essential clinical health care. In China, gov- 
ernment budget covers only 17% of total 
health expenditure (compared to, for in- 
stance, 40% in the United States). 

The available government resources 
have been spent in an inequitable and inef- 
ficient way. About 80% of government 
spending on health is spent in cities— 
largely directed to specialized hospitals— 
and benefit only about 20% of China’s 
population. While local governments bear 
the bulk of responsibility to finance public 
services, they are left without the required 
resources. The central government’s 
equalization grants to help poor localities 


pay for public services, although increas- 
ing, fall short of filling the gaps. Across 
provinces, per capita health spending by 
government largely mirrors the level of 
the provincial cpp per capita. 

Providers are paid directly by patients 
on a fee-for-services basis, officially en- 
couraged to raise revenues toward salaries 
and other operating costs. The general un- 
der-funding of public health compels pro- 
viders to focus on providing profitable, 
rather than cost-efficient health services. 
This means health-care providers frequent- 
ly neglect public-health services. Cases of 
overcharging, overuse of diagnostics and 
the prescription of unnecessary medicines 
are commonly reported in the Chinese me- 
dia. Due to the inherent information asym- 
metry between patients and health-care 
professionals, patients are not in a strong 
position to judge the appropriateness, cost, 
efficiency and quality of care. 

The provider system and health work- 
force suffer from inefficiencies and gaps. 
Many institutions, such as health centers, 
family-planning centers and other agencies 
associated with vertical programs, are un- 
derutilized as they compete with overlap- 
ping functions. Though the relative size of 
the qualified health workforce in China has 
approached the level of Singapore and 
South Korea, its distribution is very uneven. 
Health institutions in most rural localities 
tend to contain large numbers of staff, but 
most have not received formal training to a 
level implied by their rank and title. 

Regulatory, monitoring and enforce- 
ment frameworks and capacities are weak. 
The actors in the health system face little 
accountability and constraints. Such weak 
governance is worrisome, as hospitals, 
pharmaceutical companies and clinics—re- 
gardless of their ownership—have launched 
aggressive commercial activities. 

The pharmaceutical sector provides an 
illustration of the negative impact of dis- 
torted incentives and weak governance on 





the backdrop of enormous advances 
achieved in the health sector in China. The 
country’s pharmaceutical sector has 
grown at an average rate of 15% in real 
terms annually during 1980-2005. Produc- 
tion capacity of domestic manufactures 
has soared. Most advanced medicines 
available in international markets have 
also become available in China. Cheap, ef- 
fective medicines, however, are often 
deemed unprofitable and, as surveys indi- 
cate, are often not available to patients. In- 
stead, hospitals tend to operate their own 
pharmacy (legally allowed to charge up to 
15% on top of both the wholesale and retail 
prices), with many medicines and treat- 
ments manufactured on site as a local and 
unregulated “generic” product. 

These systemic problems indicate that 
without a coherent and comprehensive 
health-system reform, additional expendi- 
ture on health care will not in itself trans- 
late into significant benefits. Moreover, the 
problems of China’s health-care system 
are intimately connected with the existing 
weaknesses in China’s entire public fi- 
nance and governance systems. Across 
sectors, the allocation of revenues and re- 
sponsibilities between government levels 
is highly imbalanced and the allocation 
mechanism fails to support the implemen- 
tation of government priorities. Changing 
this will require a change in the overall 
public-finance system and public-sector 
governance frameworks. 


A Healing Policy 


RECENTLY, CHINA HAS witnessed a re- 
markable academic and public debate re- 
garding the needed health-system reforms. 
Clearly, the government has opened the 
door to a wide range of views and exper- 
tise as it contemplates the way forward. 
Interestingly, however, the debate has 
been fierce on somewhat “ideological 
grounds.” The leading figures in China’s 





civil society have essentially created two 
camps: one for “market-oriented reform” 
and one for the “government-led reform.” 

Considering the lessons from interna- 
tional and China’s own experience, this is 
troubling at least on two accounts. First, the 
“government versus market” lens is overly 
simplistic and unhelpful in reforming a 
health system. Market mechanisms, in- 
cluding competition, for instance, can be 
successfully employed even when health 
care is largely funded by general taxes and 
purchased by a single government agency. 
Taxes or private contributions to insurance 
are just two different ways of raising reve- 
nues and each can be coupled with an inte- 
grated public-delivery system or with a 
contract-delivery system. And, given the 
notorious market failures in the provision 
of health care, the role of government in en- 
suring appropriate oversight needs to be 
strong regardless of the nature of the pro- 
vider system and financing schemes. 

Second, the success of health-system re- 
form depends much more critically on the 
coherence and careful attention to details 
related to the working of the health system 
rather than its ideological underpinnings. 
In fact, research indicates that ownership 
is not a good predictor regarding the per- 
formance of providers. Providers’ incen- 
tives and capacities, and the effectiveness, 
appropriateness, quality and price of care 
are much more closely related to the mech- 
anisms through which providers are paid, 
monitored and held accountable. 

What are the key issues for China’s 
health-system reform? In line with the re- 
cent government commitment—the reform 
needs to define the exact package of essen- 
tial care to be enjoyed by all citizens on the 
basis of needs. The government then needs 
to provide the guarantee that all citizens 
will be able to enjoy the package and force 
provinces to comply. The reform needs to 
raise government spending on essential 
health and develop appropriate funding 








channels through the public-finance and 
provider-payment systems to deliver the 
essential health package in an equitable 
and effective manner throughout China. 

To make contributions affordable for 
every household generally means keeping 
them near to zero for the poor and as a 
maximum, 20% copayment with a capped 
annual out-of-pocket expenditure for non- 
poor households. To achieve this level of 
protection in accessing essential care, it is 
legitimate to emphasize funding from gen- 
eral taxes, particularly since the majority of 
China’s population is in a rural or informal 
labor market, where the 
collection of insurance pre- 
mium is administratively 
difficult and costly. 

To correct the existing 
perverse incentives in the 
system, the reform needs 
to revamp the provider- 
payment methods to move 
away from fees for servic- 
es. Qualified agencies, be it 
government agency or an 
agency in charge of finan- 
cial-protection schemes need to act as ef- 
fective purchasers of care and interact 
directly with service providers regarding 
selective contracting, prepayment and re- 
imbursement as well as the effectiveness, 
efficiency and quality of care. 

To enhance providers’ performance, 
the reform needs to standardize the func- 
tions (including the scope of care to be de- 
livered) and the technical and human 
capacity at each level of providers, opti- 
mize the structure of the provider system, 
and enhance providers’ accountability. 
National guidelines need to standardize 
treatment, and rationalize use of diagnos- 
tics and Western and traditional Chinese 
medicines. Innovative incentive struc- 
tures will also be needed to attract and re- 
tain appropriately qualified health staff in 
poor localities. 


Recently China — 
“has seen a heated | 
- debate regarding | 
health-system 


reforms. 


Beyond the health system, aligning in- 
centives across government levels and 
agencies with national health-policy ob- 
jectives will be a challenge. The govern- 
ment needs to set appropriate 
health-related targets and indicators to 
support key health-policy objectives and 
serve as the basis of performance evalua- 
tion of the different government bodies; 
and build capacity for evidence-based 
health-policy development. 

Finally, throughout the reform process, 
the government will need to work toward 
gaining trust and overcoming entrenched 
interests. It will be useful 
to anchor health-system 
reform in a wider set of 
reforms. The wider re- 
form agenda could involve 
the transformation of the 
intergovernmental sys- 
tem to match the respon- 
sibilities and resources 
across government levels, 
reform of the system of 
“public sector units,” pen- 
sion reform, fiscal man- 
agement reform and further changes in 
the role of state in the monitoring of pub- 
lic-sector performance. 

Looking into the future, China’s health- 
system reform debate—and ultimately 
China’s reform strategy—needs to deepen 
as well as expand its focus. The fact that 
15 key ministries are working together 
gives good hope that this will be feasible. 
The main challenge for government will 
be to design a reform regardless of the spe- 
cific interests of ministries and interest 
groups. Eventually, the division of respon- 
sibilities across ministries, government 
agencies and government levels should 
follow rather than constrain the emerging 
health-system reform strategy in China, 
but it will take a great battle against vested 
interests in the health system that ea a 
few countries have won. j 








The Asian Cure for Health Care 


by Christian Aspalter 


HE ISSUE OF health care ranks as 
one of the hottest political and 
economic issues discussed by 
politicians and experts today. And yet it is 
a less-researched area of study, when com- 
pared to the issues such as pensions or 
welfare programs. Health-care expendi- 
tures frequently comprise one of the high- 
est portions of a country’s GDP, not 
uncommonly eclipsing national military 
spending. In light of the forthcoming era 
of superaged societies (with more than 
20% of population over 65), aging and the 
rise of health-care costs are among the 
most critical issues of national, economic 
and social development. 

Apart from Japan, economies of East 
Asia are threatened not so much by the 
size of their aged populations in relation 
to the working population, but rather by 
the speed of these demographic changes. 
The societies most threatened by a high 
speed of aging are South Korea, Singapore 
and Thailand, as their old-age dependency 
ratios are projected to increase by up to 
400% in the first 50 years of the 21st cen- 
tury. Meanwhile, Hong Kong and Malay- 
sia’s old-age dependency ratio is expected 
to increase by around 250%. The develop- 
ment for Japan’s old-age dependency ratio, 
in contrast, is markedly less dramatic, it 
will increase by an estimated 180%, or in 
other words, almost triple over the same 
time period. 

In short, in East Asia, the problem of 
population aging is different from that of 
Europe in terms of its breathtaking speed. 
Hence, policy makers and legislators in 
East Asia are much more challenged to 
quickly increase efficiency and effective- 
ness of health-care systems—most signifi- 
cantly the provision of long-term care 
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services to its rapidly increasing elderly 
population. 

But in order to do so, one needs to de- 
termine the best solutions at hand to im- 
prove a nation’s health-care system. And 
as of yet there exists no uniform method 
of how to classify and evaluate health-care 
systems. As a result, one is best off distin- 
guishing the good and the bad from the 
ugly systems by relying on health-care in- 
dicators such as health conditions of popu- 
lations, health expenditures, frequency of 
outpatient visits, inpatient admission rates, 
average length of stay of patients in hospi- 
tals, average number of hospital beds, doc- 
tors and nurses per population, etc. 

In East Asia, the best performers are 
clearly Singapore and Japan. Coming in 
behind them are the health-care systems 
of Hong Kong, Malaysia, Thailand, Tai- 
wan and South Korea. Mainland China is 
however forming a distinct group on its 
own, on the other end of the performance 
scale. Health expenditures by percentage 
of cpp stand at 8% for Japan, 5% to 6% for 
most other countries and a staggering 3.6% 
for Singapore. 

Overall societal policies that focus on 
the prevention and reduction of health 
problems (e.g., environmental protection, 
workplace and labor regulations, and in- 
centives to save and not to incur health- 
care expenditures) are only seriously 
taken up by Singapore. For this reason, as 
well as the very high ratio of health-care 
provisions to expenditures, Singapore cer- 
tainly wins the duel at the top, showing 
Japan to its second rank. 


axe Mr. Aspalter is president of the Asian Associa- 
tion for Social Welfare. He is the author/editor 
of 16 books. 








Input is not directly related to output. 
This is true for pension systems, and more 
so for health-care systems. The system 
structure, administration arrangements 
and procedures, interactions of social pol- 
icies and most importantly people’s behav- 
ior and reaction to health-care programs, 
procedures and policies are more impor- 
tant than the money put into the system. 
The simple comparison of Japan and Sin- 
gapore highlights this fact. 

Universal health care and public health 
care beat complex, pluralistic structures 
and approaches to health-care provision 
and administration. The 
cases of Singapore, Thai- 
land, Taiwan and South 
Korea show how universal 
(single) health-care sys- 
tems can help to reduce 
costs and thus also main- 
tain efficiency. As a matter 


In health care, 
there is nothing 
more efficient 


put it, in health care there is nothing more 
efficient than when a government builds 
hospitals and employs the best doctors do- 
mestically and from around the world, and 
tells them to start running these hospitals 
and treating patients. In Singapore, most 
hospitals are “indirectly” owned by the 
government—that is, on the outside they 
are organized and run as corporate busi- 
nesses, but the final ownership lies in the 
hand of the government. 

Conversely, in Hong Kong, hospitals 
are by and large directly owned by the 
government. In South Korea, Japan and 
Taiwan on the other hand 
the government exercises 
strict regulation of health- 
care provision, while al- 
lowing for a larger role of 
private ownership of hos- 
pitals and clinics. 

However, the health- 
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higher costs due to high 

transfer costs (contract- 

ing-out, billing, reimbursement and legal 
procedures); redundancy of check-ups and 
diagnoses; overtreatment and oversupply 
of pharmaceuticals and surgeries; high ad- 
vertisement costs and location competi- 
tion; higher costs for human resources; 
and higher costs for research and develop- 
ment. 

In Singapore, the government has en- 
dorsed the new concept of “the reassertion 
of the public hand” as a means to cut down 
health-care costs to record lows, beating all 
international competitors. In spite of this, 
the quality of health-care provision and fa- 
cilities in Singapore is excellent, renowned 
even by Western standards. Singapore, on 
top, is now establishing itself into a hub for 
high-end medical tourism, based on its high 
degree of quality medical services. 

As a leading expert from Singapore has 


other. Japan has applied 

the Continental Europe- 
an type of multiple health-insurance sys- 
tems, structured along occupational lines. 
In Taiwan, the Department of Health at 
the central-government level administers 
the universal health-insurance system, 
controlling all prices and reimbursement 
procedures within this system. The cen- 
tral government in South Korea, due to the 
semi-independent status of its public 
health-insurance system, exercises much 
less control over the system, leading to 
high copayments and prices within the 
system. 

At the operational level, each of the 
health-care systems in East Asia reveals 
its particular advantages and disadvantag- 
es. The Singaporean system is based on a 
mixture of public financing for hospitals 
and the blessing effects of the Medisave 
Account of its mandatory provident-fund 





system, the Central Provident Fund. Japan 
features Western, Bismarck-style social 
insurance systems. Taiwan operates a cen- 
trally-controlled universal public-health 
insurance system and makes good experi- 
ences with it, while South Korea runs into 
trouble when trying to reform its “semi- 
independent” national health insurance 
system. 

Copayments by patients are the highest 
in South Korea and the lowest in Hong 
Kong and Thailand. Singapore has exclud- 
ed expensive surgeries from the coverage 
by its Medisave Account to keep costs low. 
Hong Kong relies overwhelmingly on its 
public hospitals in service provision, 
where extremely low daily fees cause an 
overdemand by patients who shy away 
from private primary-care facilities. The 
length of stay in hospitals is the longest in 
Japan, while the admission rates to hospi- 
tals are among the lowest in the world. Ja- 
pan and Korea have the highest outpatient 
visits per capita in global comparison. 
Conversely, the highest rates of hospital 
admissions worldwide are to be found in 
Western countries: Austria, Finland, 
France and Germany. 

This shows that East Asian health-care 
systems focus on outpatient care, preven- 
tative solutions, such as frequent screen- 
ing and early diagnosis. Western countries, 
on the contrary, focus more on the cura- 
tive, inpatient-based approach to health- 
care provision. It goes without saying, that 
the latter approach is the more expensive 
and less efficient approach. 


The Problem With Privatization 


APART FROM MAINLAND China, East Asian 
governments are either providing health- 
care services directly (Singapore and Hong 
Kong), or intervening directly in health- 
care provision, setting reimbursements or 
prices and controlling costs, while largely 
cooperating with private entities in health- 





care provision (Japan, South Korea, Tai- 
wan). A great number of Western 
governments that focus on full-fledged, 
private-market solutions abstain from 
strong health-care intervention. This leads 
to inefficient and ineffective health-care 
systems, as well as to welfare losses and 
losses of economic competitiveness (due to 
opportunity costs). 

Take the example of extremely high 
rates and prices of surgery (the United 
States is the world leader in both), they are 
good for hospital administrations, medical 
staff and the entire health-care industry, 
but have negative effects on the economy 
as a whole. A large share of the population 
may not be eligible for health-insurance 
coverage and thus cannot afford expensive 
treatments or surgery. In such a health- 
care system, we loose the advantage of a 
healthy workforce and population. In ad- 
dition, we lose money for possible rein- 
vestment in public-health care and 
education, research and development, and 
reduction of public debt. 

The reality of health-care models in 
East Asia goes well beyond the current 
ideologies and economic theories domi- 
nant in the West. The black and white di- 
vision of health-care systems as either 
public or private is no longer relevant: the 
case of East Asian health-care system per- 
formance shows that there is certainly 
more than one road to success, and they, 
in most cases, involve the direct or indirect 
leadership of good governance and admin- 
istration—that is, strong health-care inter- 
vention in regulating and controlling 
costs—including the helping hand of 
health-care and social-policy experts (re- 
searchers, professors and government of- 
ficials) who do not have direct economic 
interests within the health-care system. 

The empirical reality of East Asian 
health-care systems tells us that North 
America and Europe have new competi- 
tors that not only run at much lower ex- 








penditure levels, but are also ready to 
outperform most of the developed econo- 
mies in the West. The combined effects of 
low GDP spending on national health-care 
provision (the savings of which can be in- 
vested elsewhere, particularly education 
and R&D), a comparatively healthy work- 
force and a healthy and active aging popu- 
lation will trigger more economic 
growth. 

Baron de Montesquieu, a silent mentor 
for Adam Smith, once noted that what is 
good for the individual entrepreneur is not 
identical with the interest of the national 
economy, and national development as a 
whole. In health care, we may note that it 
is true: what is good for hospital adminis- 
trations, medical associations and the phar- 
maceutical and health industries is not 
good for the performance of the health- 
care system and the national economy as a 
whole. It is for this reason that we today 
know that the U.S. model is good for health- 
care industries and professions, but bad for 
the population and the national economy. 

One may just imagine what a reduction 
of 6% to 10% in total national expenditures 
would mean for a national economy—this 
is the difference between health-care 
spending in Japan/Singapore and that of 
the United States. 

In East Asia, only Mainland China fol- 
lows the “model” of the United States, 
achieving similar results in health-care 
provision (high costs and low coverage) 
while adding the problem of corruption in 
the hospital sector, where doctors are de- 
ceiving patients into buying not only phar- 
maceuticals they do not need, but also 
pharmaceuticals that are causing harm to 
patients’ health (e.g., heavy adult doses of 
medicine to infants). Private-market based 
solutions, as applied in China, the U.S., Lat- 


in America and Switzerland, are not only 
the most costly and inefficient solutions, 
but also constitute a constant threat to eco- 
nomic competitiveness and in most cases 
(in Latin America and China) endanger the 
“health security” of the population. 

In developing countries, such private- 
market based solutions also leave the door 
wide open for unprecedented levels of cor- 
ruption that eventually hamper national 
social and economic development. 

East Asian governments are extremely 
cautious when it comes to government 
spending, having led them to adopt the 
most inexpensive solutions to health-care 
provision, outperforming today most oth- 
er developed economies of the Western 
world. The East Asian model of welfare 
state systems is based on conservative, yet 
pro-welfare-oriented strategies of cutting 
down government spending while invest- 
ing in human capital and overall “societal 
capital.” 

The development strategy of East Asian 
economies was based on highly competi- 
tive human resources. The stereotype of 
cheap labor is already a thing of the past, 
even in eastern parts of China, where the 
rising middle class is rapidly becoming 
comparable to that of their counterparts 
in the West. 

At a time when Oriental medicine, its 
herbs and treatments, is making inroads 
into Western health-care provision, we 
must not forget to acknowledge that the 
rest of the world can also learn a great deal 
from modern health-care systems in East 
Asia, particularly economic and health- 
care efficiency. In terms of preventative 
health-care provision and policy, East 
Asian health ministries and policy makers 
in general have still a long way to go—as 
do their Western counterparts. E 
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RISING STAR: 
CHINA’S NEW SECURITY DIPLOMACY 
by Bates Gill 
Brookings Institution Press, 
267 pages, $28.95 
ali Metin Mad 


Reviewed by ARTHUR WALDRON 


HE ARGUMENT OF this well-re- 
searched and useful volume is that 
since the middle of the last decade, 
Beijing’s foreign and security policy have 
shifted away from previous unilateralism 
toward cooperation, consultation and the 
playing of a responsible and constructive 
role with respect to areas ranging from re- 
gional security to nuclear proliferation. 

Bates Gill’s proposition is carefully 
hedged. He provides much detail with re- 
spect to Chinese proliferation of weapons 
of mass destruction in the past and other 
dealings that clearly went against the in- 
terests of the international community. 

He is furthermore correct that in cer- 
tain respects China’s behavior is changing. 
Beijing is more dependent upon the world 
than it has been for 60 years, not least in 
terms of energy, trade and security. So 
much has it come to be seen as part of the 
club of respectable nations that when the 
Burmese regime began to murder protest- 
ing monks, Western governments turned 
to China for help. 

Nevertheless, the book is best under- 
stood not as a description of a genuine 
change, but rather as a retelling for the 
21st century of a story beloved of China 
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diplomats and first heard in the teens of 
the last century. 

The story line is as follows: In the past 
China has often been chaotic domestical- 
ly and has behaved in dangerous and de- 
stabilizing ways abroad. But that has now 
changed. A new and more enlightened 
government has come to power. That new 
government, moreover, has recognized 
that Sinocentric foreign policies are obso- 
lete. We can now work with the new China, 
destined to be the key to Asian and perhaps 
world prosperity. Indeed we must. 

Such was the idea that animated the 
Washington Conference of 1921-22, in 
which Chinese diplomats worked with 
their European, American and Japanese 
colleagues to prepare the institutional ba- 
sis for what promised to be a “concert of 
Asia” guaranteeing cooperation, consulta- 
tion and peace through mutual security. 

Franklin Roosevelt believed much the 
same thing when he informally includ- 
ed Chiang Kai-shek’s China among the 
“four policemen” of the postwar world, 
along with the United Kingdom, the So- 
viet Union and the United States, A belief 
that Mao’s China was somehow different 
also underlay the Nixon diplomacy of the 
early 1970s. 

Never in the past, however, has the story 
turned out to be true. That does not mean 
Bates Gillis wrong. It does mean, however, 
that one must consider other, perhaps less 
benign ways, to interpret the information 
he presents. 

Thus the signing of the Nine-Power 
Treaty was followed in less than a decade 
by the Japanese occupation of Manchu- 
ria. Policeman Chiang Kai-shek, who met 
Roosevelt at Cairo in 1943, had fled China 


to Taiwan by 1949. As for the Nixon di- 
plomacy, I always find one exchange par- 
ticularly poignant. At the first meeting, 
on Feb. 21, 1972, the American president 
clearly had in mind an agenda encompass- 
ing, effectively, no less than the future of 
the world. Laying this out, he told his Chi- 
nese interlocutors: 

“T hope to talk with the prime minister 
and later with the chairman about issues 
like Taiwan, Vietnam and Korea. I also 
want to talk about—and 
this is very sensitive—the 
future of Japan, the future 
of the subcontinent, and 
what India’s role will be; 
and on the broader world 
scene, the future of U.S.- 
Soviet relations. Because 
only if we see the whole 
picture of the world and 
the great forces that move 
the world will we be able 
to make the right decisions 
about the immediate and 
urgent problems that al- 
ways completely dominate 
our vision.” 

To which Chairman Mao replied, crush- 
ingly: “All those troublesome problems I 
don’t want to get into very much.” 

As the meetings progressed the Ameri- 
can delegation grew frustrated. They had 
assigned the Chinese a role in a diplomat- 
ic drama, effectively writing a script for 
them. The problem was that the Chinese 
would not stick to the script. 

What was the solution to the problem? 
Then, as now, the response was to ramp up 
hermeneutic leniency and find what is de- 
sired and hoped for in Chinese statements 
and actions, no matter what. Two exam- 
ples suggest that Mr. Gill risks falling into 
the same trap as his predecessors. 

Antiterrorism is the first. No one in 
Beijing, I think, has thought through the 
question of how the godless, pork-eating, 
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liquor-swilling Chinese are to form endur- 
ing bonds with the devout, pork-shunning, 
teetotal Muslims of Central Asia, Pakistan, 
Iran and other areas where the middle king- 
dom seeks energy supplies. But the dissatis- 
faction of the Muslims inside the borders of 
the P.R.C. has been recognized. Beijing has 
enlisted American aid against Uighur “ter- 
rorists” with some success. The U.S. Feder- 
al Bureau of Investigation, for example, has 
been invited to participate in joint opera- 
tions, with special agents 
accompanying their Chi- 
nese counterparts as, with 
suspicious ease, they round 
up Turks who possess 
weapons. To me these are 
clearly Chinese deception 
operations. But in Wash- 
ington they are hailed as 
genuine cooperation. 

Or consider Korea. Once 
again, I do not believe that 
the implications of having 
a former tributary state 
go nuclear have been fully 
thought through in China. 
For that reason I think China is not overly 
concerned about Pyongyang’s nuclear ar- 
senal. Beijing has realized, however, that 
the U.S. desperately wants to believe that 
China is playing the key role in denucle- 
arizing North Korea. If kept alive, this be- 
lief creates an American dependence on 
Beijing that can be a great source of lever- 
age. China has used this leverage very ef- 
fectively. 

In neither case, and the numbers could 
be multiplied—the Beijing-Tehran rela- 
tionship, for example—is China really 
playing the role of responsible stakeholder. 
Rather Beijing is taking advantage of new 
circumstances to advance what it sees as 
China’s own interests—most of which are 
not the interests of the country’s neighbors 
or the rest of the world. 

That fact is, as Mao might have put it, 


a “troublesome problem.” Who wants to 
hear about it or face it squarely? Far more 
palatable to patch together a more opti- 
mistic story, as Mr. Gill has done. Let us 
hope he is correct. 


SHAKEDOWN: 
AUSTRALIA’S GRAB FOR TIMOR OIL 
by Paul Cleary 
Allen & Unwin Academic, 

336 pages, $19.95 
AN erent te 
Reviewed by JEFF KINGSTON 


N LATE 2006 while walking home 
one starry night, stupidly ignoring 
warnings about the dangers on Di- 
li’s streets after dark, I was accosted by sev- 
eral youths who asked in menacing tones 
if I was Australian. I set them straight and 
they let me pass, making me wonder just 
how many places in the world these days 
it is better to be an American than from 
Down Under....not many I suppose. 

So how did things go so wrong for Aus- 
tralia, erstwhile savior of East Timor? After 
all, Australian troops were the first to ar- 
rive after the Indonesian military and their 
militia thugs laid waste to Dili in 1999—just 
after the courageous vote for independence 
by U.N.-administered referendum. Since 
then, Australia has been at the forefront of 
nations seeking to rebuild East Timor with 
generous assistance and the commitment 
of much needed security personnel. Paul 
Cleary helps us understand why a nation 
that has given so much inspires more re- 
sentment than gratitude. The Australian 
government’s checkered record on East 
Timor—a case of greed trumping princi- 
ple—causes many Timorese (and Austra- 
lians) to feel an acute sense of betrayal. 





oe Mr. Kingston is director of Asian studies at 
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Certainly this sordid chapter in Austra- 
lian diplomacy is one that Canberra’s dip- 
lomats will rue, but it should be required 
reading for new recruits so that they can 
learn the folly of arrogance, duplicity 
and hypocrisy. East Timor, the first na- 
tion born in the 21st century, is one of the 
poorest nations in the world and has been 
plagued by a host of problems as it emerges 
from 24 years of brutal Indonesian occu- 
pation from 1975-1999, Mr. Cleary makes a 
compelling case that Australia, its wealthy 
and powerful neighbor, has much to an- 
swer for by trying to plunder Timor’s oil 
and gas resources and deny this impover- 
ished nation its rightful revenues. 

Bullying Australian diplomats were de- 
termined to seal a deal that would leave 
East Timor destitute and dependent on 
external assistance. The resource curse— 
the sudden gushing of revenues that get 
squandered or pocketed—has long plagued 
developing nations and many have little 
to show for their windfall. Perhaps Team 
Australia was trying to help East Timor 
solve the paradox of plenty by robbing 
them of their resources. 

Shakedown details the extortionate tac- 
tics that Australian diplomats deployed to 
deny East Timor its legal share of oil and 
gas resources in the seabed of the Timor 
Sea that divides the two countries. Mr. 
Cleary takes us back to the decision by 
Canberra to recognize Indonesian sover- 
eignty over East Timor back in 1978. 

After Indonesian troops invaded in 1975, 
Richard Wolcott, then ambassador to Indo- 
nesia, advised then Prime Minister Gough 
Whitlam that a better deal for seabed re- 
sources could be struck with Indonesia 
than an independent government, helping 
explain why Australia was the only West- 
ern nation to recognize Indonesian sover- 
eignty over East Timor. Canberra managed 
to cut an extremely favorable deal with Ja- 
karta, a shady quid pro quo that did little to 
burnish Australian honor. 
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The villains in this unseemly tale constitute 


a who’s who of Australian politics. 





East Timor’s leaders, however, made 
it clear early on in the negotiations that 
began in 2001 that it was not going to al- 
low Australia to profit from this criminal 
deal with its former occupier. As an ad- 
visor to the East Timor government, Mr. 
Cleary gives us an insider’s account of 
the negotiations, providing some lessons 
about maritime law and a tutorial on cu- 
pidity. A former journalist, the Australian 
author does not let the technical details 
overwhelm a contemporary David-ver- 
sus-Goliath tale. He sketches the person- 
alities that shaped the negotiations and 
shares fascinating anecdotes that breathe 
life into the “smoked-filled rooms.” 

In 2005, after four years of acrimoni- 
ous negotiations, a partial agreement was 
struck on one of the large oil fields, Greater 
Sunrise, that gave East Timor 50% of the 
revenues, the minimum Dili could accept 
and the maximum Canberra could abide. 
Part of this creative agreement involved 
postponing settlement of the maritime 
boundary in the Timor Gap for 50 years. 
Much credit for rescuing the negotiations 
goes to then Foreign Minister and current 
President Jose Ramos-Horta, a Nobel lau- 
reate with considerable diplomatic sav- 
vy and a far less abrasive style than then 
Prime Minister Mari Alkatiri. 

The villains in this unseemly tale con- 
stitute a who’s who of Australian poli- 
tics. From Mr. Whitlam to John Howard, 
Australian leaders have been unapolo- 
getic about their oil grab. Foreign minis- 
ters from Andrew Peacock to Alexander 
Downer have also staunchly asserted the 
national interest to cover the ignominy of 
official policy. 

Mr. Downer proved both obdurate and 
puerile, issuing ultimatums, slamming ta- 
bles and threatening to prevent any exploi- 


tation of the resources unless Australia got 
its way. He also cut funding to Timorese 
NGOs that criticized Australia, undoubt- 
edly a valuable civics lesson. In order to 
protect against arbitration that would 
most likely favor East Timor’s claims, the 
Howard government also withdrew from 
dispute settlement procedures under the 
International Tribunal for the Law of the 
Sea and rescinded recognition of the juris- 
diction of the International Court of Jus- 
tice for maritime disputes. 

Upon finishing this fine book the read- 
er is left wondering why so many of the 
best and brightest acted so dishonorably 
in support of a policy that undermined 
the national interest by tarnishing Aus- 
tralia’s moral stature. What did they seek 
to “win” at the expense of a desperately 
needy neighbor? 

One of the prominent non-Australian 
actors who does not emerge particular- 
ly well from this tale is Peter Galbraith, 
a renowned diplomat and writer, who 
also happens to be the son of John Ken- 
neth Galbraith, the illustrious economist 
and presidential adviser. He is described 
as loud and proud, abrasively American 
even to his fellow countrymen. Working 
out of the United Nations on behalf of the 
East Timor team, Galbraith’s blustering 
ways antagonized the Australian negotia- 
tors, but imparted a needed bravado to the 
inexperienced and outgunned Timorese. 
However, as the discussions dragged on, 
he is portrayed as being overeager to ac- 
cept a buyout, pressuring the Timorese 
to accept a $3 billion cash settlement that 
in retrospect would have been a very bad 
deal. By sticking to their principles and 
standing up for their legal entitlements, 
the Timorese ended up with a far more 
lucrative arrangement that enables them 
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to share in the upside of surging energy 
prices. So much for hotshot consultants. 

Mr. Cleary also presents a mixed por- 
trait of former Prime Minister Mr. Alk- 
atiri, aman he knows well from working 
closely together. In the negotiations Mr. 
Alkatiri remained steadfast in refusing to 
cave in to the threats and tactics of Team 
Australia. He was confident that interna- 
tional law was on David’s side and that ul- 
timately this would force Goliath to bend. 
His brinksmanship and resolute negoti- 
ating stance made him few fans among 
the Australian officials and he remains 
convinced today that enemies he made 
in standing up for East Timor’s resource 
rights conspired against him and engi- 
neered his downfall. 

Mr. Alkatiri resigned in disgrace in 
June 2006 due to allegations about his role 
in arming hit squads and for mishandling 
a crisis within the military ranks. The 
military dissension morphed into loot- 
ing, arson and violence on the streets of 
Dili, displacing some 15% of the popula- 
tion, many of whom still live in temporary 
shelters. Mr. Cleary suggests that Austra- 
lia is partly to blame for the unrest, but 
also takes Mr. Alkatiri to task for his au- 
thoritarian tendencies and nepotism. His 
party, Fretilin, did poorly in the 2007 elec- 
tions, an outcome that Mr. Cleary seems to 
anticipate. In the chapter entitled “Animal 
Farm,” he describes the formerly domi- 
nant party in Orwellian terms and gives it 
poor marks for governance. 

One of the more interesting angles in 
this story is the role of civil society orga- 
nizations in Australia and the improbable 
heroics of a Melbourne-based optometry 
baron, Ian Melrose. He became engaged 
upon seeing a program concerning the 
health problems of Timorese children and 
outraged by his government’s larcenous 
diplomacy. He funded an ad campaign that 
aroused public opinion against official pol- 
icy, appealing to the deep-rooted sense of 
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fair play among Aussies and shaming the 
government for trying to fleece its poor 
neighbor. NGOs mounted a spirited cam- 
paign and the media raised the heat on the 
Howard government, contributing in no 
small part to the compromise settlement. 
The dignified Australian public under- 
stood common decency even when their 
government could not. 


RETHINKING THAILAND’S 
SOUTHERN VIOLENCE 
Edited by Duncan McCargo 
National University of Singapore Press, 
225 pages, $22.00 
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ARDLY A DAY goes by without 
a shootout or a bomb attack in 
Thailand’s volatile south, where 
a long-simmering Malay-Muslim insurgen- 
cy flared anew in January 2004. And that 
happened, Duncan McCargo, a senior lec- 
turer in politics at the University of Leeds 
argues, in response to new, harsh poli- 
cies implemented by the now ousted Thai 
Prime Minister Thaksin Shinawatra. 

The problem of the restive south is 
hardly new, but during the premiership of 
Prem Tinsulanonda from 1980-88, a kind 
of “social contract” was brokered in the 
area, and “the security forces were not 
too abusive, local Muslim leaders could re- 
port to a central agency and in exchange 
violence was kept to manageable levels,” 
Mr. McCargo argues. Then came the me- 
teoric rise of Mr. Thaksin, who set about 
changing established security structures 
in the south. By 2003, the number of ex- 
trajudicial disappearances had increased 
dramatically, provoking a strong and hos- 
tile reaction from the local, Malay-Muslim 
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Thaksin chose the south as the battleground for his 


fight to wrest control of Thailand from the palace. 





population. According to Mr. McCargo, 
the Thaksin government’s “persistent 
mishandling of the southern violence was 
a key factor behind the September 2006 
military coup d’etat” in Bangkok. 

The current military-installed govern- 
ment, headed by former army command- 
er General Surayud Chulanont, pledged on 
taking power to adopt a new, more peace- 
ful approach to the southern insurgency. 
Even so, the violence is continuing, per- 
haps because the situation already is be- 
yond redemption, but maybe also because 
the central authorities have not yet started 
to effectively implement the softer policy. 

Whatever the case, this book is a valu- 
able contribution to a better understand- 
ing of the problems in the three southern 
provinces of Pattani, Yala and Narathi- 
wat—which once formed an independent 
sultanate called Patani. It had, and still has, 
a separate identity, of which religion is only 
one of many aspects. 

Significantly, there is no insurgency 
in the fourth southern Muslim-majority 
Thai province, Satun. Before coming un- 
der Thai sovereignty via the Anglo-Sia- 
mese Treaty of 1909, Satun was part of 
the Malay sultanate of Kedah, which re- 
mained under British rule and now is part 
of independent Malaysia. Although cur- 
rently 80% Muslim, Satun never had the 
same national identity and, therefore, has 
become more successfully integrated into 
Thailand. Today, Thai is spoken in Satun, 
not the Malay dialects prominent in the 
other three southern provinces. 

Rethinking Thailand’s Southern Violence 
analyzes the origin of the conflict between 
the Thai center and the Malay-Muslim 
south in its historical as well as contem- 
porary context, dismissing the notion that 
it is a product of international Islamic ter- 


rorism, or part of some global network of 
Islamic groups, as some other analysts 
have claimed. Consisting of seven essays 
by as many different authors, with an in- 
troduction and a postscript by the editor, 
Mr. McCargo, this material was first pub- 
lished in the March 2006 issue of Critical 
Asian Studies, and have been only slightly 
updated. 

Chaiwat Satha-Anand, an associate 
professor of political science at Bangkok’s 
Thammasat University, deals with the ori- 
gins of the insurgency, and the degree of 
collective amnesia about what really hap- 
pened when, in the late 1940s, communal 
violence claimed several hundred lives 
in the south. Mr. McCargo describes the 
resurgence of violence under Mr. Thak- 
sin and his hawkish polices, and so does 
Ukrist Pathmanand, a senior researcher at 
Chulalongkorn University in Bangkok. 

According to Mr. McCargo, Mr. Thaksin 
chose the region as the battleground for 
his fight to wrest control of Thailand from 
the palace, the Privy Council, and what the 
authors call “network monarchy”—a set of 
local power structures linked to the pal- 
ace. Mr. Thaksin’s aggressive policies up- 
set those “networks,” and that contributed 
substantially to the post-2004 upsurge in 
violence. 

During Mr. Thaksin’s last year in power, 
the conflict with Privy Council President, 
and former Prime Minister Prem Tinsu- 
lanonda deepened. Today, Mr. Thaksin 
blames Mr. Prem for his ouster, which he 
may or may not have been involved in. But 
it is evident that the two men have fun- 
damentally different approaches to Thai- 
land’s social and political problems, among 
them the southern insurgency. 

The next two chapters, written by Thai 
academics Srisompob Jitpiromsri and 
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Wattana Sugunnasil, and Bangkok-based 
official Panyasak Sobhonvasu, examine 
the nature of the escalation of violence 
since January 2004. May Tan-Mullins, a 
British academic, takes a more human ap- 
proach to the problem of “fears, suspicion, 
and confusion” among ordinary people in 
the south, while Michael Connors, a lec- 
turer at La Trobe University, Australia, 
severely criticizes “terrorism analysts” for 
getting it wrong by blaming the violence 
on international terrorist networks, and 
that counter-insurgency in southern Thai- 
land should be seen as part of the U.S.- 
driven “war on terror.” That was also Mr. 
Thaksin’s approach; he sent a token con- 
tingent of Thai troops to assist the U.S.-led 
invasion of Iraq—which, according to Mr. 
McCargo, “infuriated Thailand’s Muslim 
population, especially in the south.” 

Mr. Thaksin is now gone from the scene, 
so why has the violence not subsided? The 
authors don’t really address that issue, nat- 
urally, because they were writing before 
the coup. Mr. McCargo, however, touches 
on the continuation of the violence in the 
postscript, but with a somewhat limp con- 
clusion: “The end of the Thaksin regime 
signaled a new opportunity to address the 
worsening violent conflict.” 

The analyses presented by the various 
authors are brilliant and should help re- 
move many of the misunderstandings sur- 
rounding the Malay-Muslim insurgency in 
Thailand’s deep south. But the postscript 
should have presented a more comprehen- 
sive overview and analysis of events af- 
ter the coup—for instance, that the three 
most serious recent events relating to the 
insurgency have been left unaddressed: 
the military’s storming of the historic 
Kru Sae mosque in Pattani in April 2004, 
which claimed dozens of Muslim lives; 
the death by suffocation of 78 protesters 
in overcrowded army trucks at Tak Bai in 
Narathiwat in October of the same year; 
and the unresolved disappearance of hu- 
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man-rights lawyer Somchai Neelapaichit, 
a Muslim but not a southerner, who was 
representing a group of accused insurgents 
who claimed they had been tortured while 
in police detention. Mr. Somchai was last 
seen in public on March 12, 2004. 

It is left to the new Thai government, 
which takes over after the next general 
election, tentatively scheduled for De- 
cember this year, to tackle those issues. 
Hopefully they will read this book before 
making any drastic decisions, which, as 
Mr. Thaksin’s policies showed, have a ten- 
dency to backfire badly. 


LIES THAT BIND: 
CHINESE TRUTHS, OTHER TRUTHS 
by Susan D. Blum. 
Rowman and Littlefield, 

224 pages, $27.95 
Oa — Oe 


Reviewed by MALIA POLITZER 


UTHOR AND ANTHROPOLOGIST 
Susan D. Blum’s first experience 
of being “lied to” in China oc- 
curred on her first trip in 1982, while at- 
tempting to secure a bed in the dormitory 
of a Nanjing hotel. The desk clerk informed 
her no such dormitory existed, though she 
had spoken to a group of foreign students 
staying there just minutes before. After 
pressing him, he acknowledged that there 
was a dormitory, but said there were no 
beds. “But they said it was empty!” she 
protested. Yes, fine, there were beds, he fi- 
nally admitted, but foreign teachers could 
not stay there. “You would not be comfort- 
able.” Eventually, after more arguing, she 
obtained a bed in the previously “non-ex- 
istent” dormitory. 
Why would a desk clerk lie about so 
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An American might value absolute truth, while a Chinese 
person might instead emphasize roles and consequences. 
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trivial a matter? The answer is far more 
complicated than one might initially sup- 
pose~and is in part the subject of Lies 
that Bind: China Truth, Other Truths. In 
this ambitious book, Ms. Blum explores 
the state of morality, truth and decep- 
tion both in public institutions as well as 
on the individual level. An anthropologist 
with nearly native abilities in both spo- 
ken Mandarin and written Chinese, she 
draws upon 30 months of ethnographic 
study in Taiwan and mainland China, ex- 
amples from Chinese classical literature 
and recent Chinese history to illuminate 
a “tendency towards deception in public 
interactions in China, where people in the 
United States would expect truth.” 

While it should be said that lying, deceit 
and corruption exist in every country, the 
opaque nature of Chinese bureaucracy has 
been particularly well documented. On 
the institutional level, there’s media cen- 
sorship (where deceit takes the form of lies 
of omission), propaganda and government 
corruption. Numerous examples in which 
central authorities altered, omitted or sup- 
pressed information—such as the SARS 
cover-up in 2003 and the Alps cover-up in 
the 1990s—can be cited. 

But it’s the micro level that most inter- 
ests Ms. Blum. Opening her book with a 
frank investigation into present China, 
she pays particular attention to the con- 
cepts of congming (cleverness) and laoshi 
(honesty), giving and saving face, “benev- 
olent deception” (deceiving someone “for 
their own good”), and a highly developed 
culture of etiquette. Though she dedi- 
cates a brief chapter to government cor- 
ruption, press censorship and the nature 
of Chinese bureaucracy, she focuses the 
bulk of her observations on individual in- 
teractions, behaviors and the motivations 





behind them. For instance, there is the 
family who, upon discovering their grand- 
father is terminally ill, misrepresents the 
severity of his illness, telling him he will 
soon get better when he actually has but 
months to live. 

Though this behavior might appear de- 
ceptive to a Western observer, Ms. Blum 
convincingly illustrates how it is condi- 
tioned by a set of moral principles spe- 
cific to Chinese culture. In the example 
of the desk clerk, an American might 
value absolute truth and autonomy—giv- 
ing the customer the choice regardless of 
their position—while a Chinese person 
might instead emphasize roles and the 
consequences of speech. Perhaps a sepa- 
rate room would be more appropriate to 
a teacher’s station and less likely to cause 
complaints—and thus loss of face for either 
party—later on down the line. 

At its root, the book can be boiled down 
to one question: What is the contextual mo- 
tivation for deception in Chinese culture? 
The answer is perhaps too complicated to 
be answered clearly or satisfactorily in one 
book. Ms. Blum suggests that many fac- 
tors—philosophical traditions that value 
cleverness over honesty, the history of the 
revolution, desire to give or save face, and 
a complex, intricately developed culture in 
which the manipulation of language plays 
a social role as well as communication—all 
come into play. 

To provide some context for her obser- 
vations, Ms. Blum traces the notions of de- 
ception and truth through ancient Chinese 
history and philosophy. The two schools 
that dominated philosophical thought, 
Legalism and Confucianism, focused not 
so much on the notion of “truth” but on 
“knowing how to act”: the former focus- 
ing on strategies for gaining or maintain- 
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ing power, and the latter on rules, roles 
and convention. 

Ms. Blum uses these concepts to con- 
textualize the modern approaches to cong- 
ming and laoshi. Drawing on ethnographic 
study, she finds that congming—which em- 
phasizes cunning, and an individual’s abil- 
ity to properly interpret and predict other 
people’s reactions rather than Western 
notions of “intelligence”—is sill a concept 
greatly admired in contemporary Chinese 
culture. Laoshi, on the other hand, while 
officially sanctioned by the Chinese gov- 
ernment, connotes a certain lack of so- 
phistication, making one more likely to be 
a mark. 

Next she turns to the Cultural Revolu- 
tion—a time when proper manipulation of 
language could mean the difference be- 
tween life and death. She convincingly 
shows that it was a time in which “power 
equals command over truth.” Mao Zedong, 
who had a monopoly in this respect, dedi- 
cated vast resources to the task of propa- 
gating the communist “truth.” Ms. Bloom 
illuminates how both small and large 
public meetings valued performance over 
authenticity, further undermining the le- 
gitimacy of any truth but that preached by 
the Communist Party. 

Although Ms. Blum’s observations of 
the Chinese psyche are often insightful, 
the book is not without its problems. The 
momentous ambition behind the book is 
perhaps its greatest weakness—at times, 
it seems that Ms. Blum is trying to pour 
a gallon into a pint-sized jar. For example, 
although Chinese history dates back thou- 
sands of years, she dedicates a mere 20 pag- 
es to its influences. Meanwhile more than 
30 pages are dedicated to communism—a 
mere ripple when one considers the out- 
standing breadth of the development of 
Chinese culture. Nor does she explain the 
origins of her “maxims,” which one could 
argue are arbitrary and incomplete. 

The strength of Ms. Blum’s book lies in 
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the attention she pays to cultural nuance. 
Although China is the focus of her book, 
Ms. Bloom is quick to point out that the 
manipulation of language and deception 
are qualities far from unique to Chinese 
culture. Rather they are “part and parcel 
of what it is to be a human being with lan- 
guage.” To put Chinese culture in a com- 
parative perspective, she also draws upon 
Japanese and Jewish traditions in order 
to show that every culture struggles with 
where to draw the boundaries of morality. 
As more and more Western investors and 
businesses look toward China, knowledge 
of and sensitivity towards Chinese deco- 
rum can be the difference between suc- 
cess and failure. The time, consideration, 
and expertise Ms. Blum gives to raising 
awareness about the differing sensibilities 
that characterize east-west exchange is a 
public service for any Westerner hoping to 
successfully interface with China. 


ESCAPE FROM EMPIRE: 
THE DEVELOPING WORLD’S JOURNEY 
THROUGH HEAVEN AND HELL 
by Alice H. Amsden 
The MIT Press, 224 pages, $27.50 
a eai. di 
Reyiewed by ALVINO-MARIO FANTINI 


HERE ARE MANY mysteries sur- 
rounding the economic rise and 

fall of nations in the 20th cen- 
tury. Unfortunately, Alice Amsden seems 
to have set out to try to answer them all. 
Taking on the role of a historical sleuth, 
and setting out to follow in the footsteps 
of other intellectuals over the centuries 
who have tried to identify the causes of the 
wealth and poverty of nations, Ms. Ams- 
den seems unable to avoid thinly veiled 
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The Second American Empire is a time of rigid neo-liberal 


thinking, free-market dogmatism and ‘encrusted ideology.’ 





demagoguery and the use of ill-advised 
turns of phrase. 

Ms. Amsden begins with two high- 
ly contrived constructs: a First Ameri- 
can Empire (roughly, from 1950 to 1980) 
and a Second American Empire (begin- 
ning in the 1980s). She characterizes the 
First American Empire as a golden age of 
Keynesian ideals and policy experimenta- 
tion, a period in which the United States 
encouraged developing nations to follow 
its example in the pursuit of growth and 
equity. In contrast, the Second American 
Empire is a time of rigid neo-liberal think- 
ing, free-market dogmatism and “encrust- 
ed ideology.” 

In order to forge this division, Ms. 
Amsden is selective in her use of data 
and examples to bolster her claim that 
the Third World was better off under the 
First American Empire than the Second. 
In other words, her argument is that de- 
veloping countries got very nearly close 
to “heaven” when the international policy 
environment and the goals of U.S. foreign 
policy embraced the ideas of “develop- 
ment banks,” industrial policies, and state 
intervention. She can then barely conceal 
her disdain for subsequent post-war Re- 
publican administrations and the neo-lib- 
eral policies they pursued internationally 
and speaks of the “hell” that developing 
countries have been through. Of course, 
she principally blames Ronald Reagan and 
Margaret Thatcher (no surprise here). 

Essentially, Ms. Amsden sees the peri- 
od of the so-called First American Empire 
as a great time in which heterodox eco- 
nomic thinking was encouraged and even 
rewarded. In fact, Ms. Amsden makes fre- 
quent references and allusions to the 1960s 
counterculture in an odd attempt to cor- 
relate the “experimentation” associated 


with the hippie counterculture with pol- 
icy innovation in international develop- 
ment frameworks. “In the counterculture, 
now slain, experimentation was prized,” 
she writes. The Second American Empire, 
however, is considered a new “dark age”—~ 
a period of rigid, free-market ideology un- 
der the aegis of the international financial 
institutions and fueled by Anglo-Ameri- 
can capitalism. 

One of the mysteries she attempts to 
tackle is why, despite the change in Amer- 
ican “empires,” Asian countries fared so 
well. Her basic answer is that they found 
ways to use the state in collaboration with 
market mechanisms to foster growth with 
equity, economic development without 
widespread financial sector liberalization 
or privatizations. 

But her reasoning leaves a lot to be de- 
sired. She dismisses explanations that em- 
phasize the importance of culture or values, 
and she makes hardly any mention of the 
Asian financial crisis, focusing instead on 
the current economic prowess shown by 
China, Hong Kong, Korea and Singapore. 

Ms. Amsden shows a penchant for simi- 
lar off-the-cuff revisionism in other parts 
of the book. She claims that “[cJentral 
planning date[s] to around 1917, the year 
of the Russian Revolution,” completely ig- 
noring the administrative centralization 
imposed by the French Revolution in the 
late 18th century. She refers to U.S. policy 
makers during the 20th century as being 
“anticommunist to a maniacal degree,” as 
if the Soviet Union simply represented an 
alternative way of governing and had not 
been responsible for the deaths of millions 
of people around the world. Finally, in ref- 
erence to defense spending and aid, she 
makes the startling assertion that “there 
was no major, sustained leftist uprising in 
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Latin America,” conveniently overlooking 
Peru’s Shining Path and Colombia’s FARC. 

If her selective presentation of facts 
doesn’t make the well-informed reader 
squirm, Ms. Amsden’s chapter headings 
and subheadings—and occasional phrases 
in the text itself—undoubtedly will. She ti- 
tles the first chapter “Heaven Can’t Wait” 
and then offers subheadings like “Heaven 
Wears Extra-Large,” “Money Can’t Buy 
Love” and “Oil on Troubled Waters.” She 
also makes painful comparisons such as, 
“[f]oreign aid was like the hallucinogenic 
called angel dust—it felt good, but it hada 
lot of bad side effects.” (She clearly must 
have come of age during 
the 1960s.) 

But questionable ex- 
pressions aren’t the only 
reason why additional ed- 
iting over at the MIT Press 
would have been advis- 
able. There are also un- 
necessary repetitions, the 
introduction of acronyms 
which are then promptly 
ignored, and disorganized 
explanations of many eco- 
nomic events and business 
concepts. 

That said, there are some 
fascinating moments. One of the more in- 
teresting sections provides an overview 
of the origins and history of the Green 
Revolution, whose genesis can be found 
in the heart of the Eastern Establishment 
in America—i.e., the Ford Foundation, the 
Council on Foreign Relations, and the 
Rockefeller Foundation (along with the 
latter organization’s galaxy of associated 
programs, projects, and organizations). 

And Ms. Amsden’s brief description of 
the “foreign educated cadre of risk takers” 
who propelled their countries towards 
industrialization is an unintended paean 
towards the sometimes benign effects of 
modernization and Westernization. She 
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mentions Lee Kuan Yew (who studied 
at Cambridge), Jomo Kenyatta (London 
School of Economics) and Léopold Seng- 
hor (Sorbonne), among others. 

Unfortunately the rest of the book 
lacks these discrete, well-defined sec- 
tions. While it is clearly not aimed at the 
professional economist, the lay reader may 
be overwhelmed by the cast of thousands 
of authors and historical actors that Ms. 
Amsden mentions in passing. If nothing 
else, the book can serve as a cumbersome 
reference list to some of the thinkers who 
have informed and inspired—and, on occa- 
sion, misguided—the fields of international 

finance and development. 
It should be clear by 
now that Ms. Amsden is 
a devoted Keynesian who 
believes in the power of the 
state to solve all manner 
of problems. She believes 
that developing countries 
need a new Marshall Plan, 
and concludes by extolling 
the virtues of multilateral- 
ism and calling for joint ef- 
forts between the state and 
the private sector in order 
to achieve growth with eq- 
uity. More than anything 
else, she believes that neoconservative 
and orthodox laissez-faire thinking are 
to be rejected, and that developing coun- 
tries should be encouraged to find their 
own way once again—even if this means 
a rejection of liberalization, deregulation 
and privatization. 

This book was probably originally con- 
ceived as a detailed, comprehensive, and 
data-driven analytical survey of the vicissi- 
tudes of international development and the 
effect of the rise and fall of great industri- 
alized powers on the growth of the Third 
World. But it ended up being just another 
Stiglitz wannabe capitalizing on the glob- 
al backlash against laissez-faire economics 
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and pandering to those who increasingly 
perceive America as an empire—and, more 
dangerously, to those who consider the war 
on terror as a war on the poor. 


THE ELEPHANT, THE TIGER, AND THE 
CELL PHONE: REFLECTIONS ON INDIA, 
THE EMERGING 218T-CENTURY POWER 
by Shashi Tharoor 
Arcade Publishing, 512 pages, $27.50 





Reviewed by ALINA BAKUNINA 


HEN I FIRST travelled in India 10 
years ago the country seemed to 
me an exotic land of ubiquitous 
monkeys and holy men. Last year when I 
arrived in Delhi I was immediately sur- 
prised—the Indira Gandhi airport was free 
from hawkers and self-appointed luggage 
men who, regardless of my wish, used to 
vie for my suitcases. On the way from the 
airport to Gurgaon, a high-tech enclave on 
the outskirts of Delhi, one couldn’t help 
noticing a proliferation of construction 
sites, glitzy malls, shiny offices of multi- 
national corporations and five-star hotels. 
The city center had more lush greenery 
and less soot as its auto rickshaws began 
switching to natural gas a few years ago. 
Delhi’s state-of-the-art metro system was 
shockingly clean and efficient, and its 
Apollo-style clinics could compete with 
European hospitals. 
India’s rate of growth has made it a coun- 
try in flux, everyday sprouting up cyber en- 
claves, innovation parks, new universities 
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and TV channels. Recently, it even spawned 
a faster-paced version of cricket. Changes 
in India are the result of many factors, some 
more tangible or visible than others—often- 
times having much to do with the persis- 
tence of the past and fragility of the future, 
about modest victories and difficult chal- 
lenges. This is what Shashi Tharoor has 
attempted to capture in his eclectic, whim- 
sical compilation of “reflections on India.” 
The volume spans the topics of history, cul- 
ture, society and sports, with occasional 
thoughts on economy and business. 

The book is divided into six parts, each 
of which focuses on a very broad theme. 
However, in spite of this focus, each chap- 
ter covers subjects at times unrelated to 
one another. For instance, in his chapter 
“India at Work and Play” Mr. Tharoor 
writes about Gandhi, democracy, Indian 
holidays, his Bombay childhood, the sari, 
police, literacy, renaming of Indian cities 
and India’s urban heritage. In other chap- 
ters he tackles both serious and light top- 
ics: Hinduism and nationalism, cricket, 
Bollywood and politicians, poverty, rela- 
tions with Pakistan, Indian Muslims, In- 
dian women, finishing up with a glossary, 
“A to Z of Being Indian.” 

All the essays, however, fall roughly 
into one of the three categories: memoirs, 
essays on development and international 
relations, and pieces on idiosyncratic sub- 
jects, like the decline in the popularity of 
the sari, Indian police, name spelling and 
superstitions, Indian intelligence services, 
etc. Essays in the latter category make for 
an interesting read, not least because they 
are less familiar and rare to come across 
in the press. However, when Mr. Tharo- 
or—perhaps as a result of his background 
as a former senior United Nations official— 
delves into international relations theory, 


or topics widely covered by the media, the 
tone becomes somewhat dry and brings to 
mind a policy memo. These few didactic 
chapters aside, the author’s knowledge of 
Indian history and domestic politics, re- 
inforced by his profound concern for the 
country, personal experiences and literary 
skill, makes for an engaging read. 
“Indians Who Made My India” is per- 
haps my favorite chapter, thanks to the 
Mr. Tharoor’s compassionate and moving 
account of the lives of India’s prominent 
personages as well as the people dear to 
him, including his family and friends. The 
author dusts off the portraits of frequent- 
ly forgotten or misunder- 
stood political and cultural 
icons—Krishna Menon, 
Srinivasa Ramanujan, M.F. 
Husain, Amartya Sen and 
a few others. In this chap- 
ter, he also candidly writes 
about his friends’ accom- 
plishments and their trag- 
edies, rendering a more 
intimate picture of his 
country’s global citizens. 
Judging from the book’s 
subtitle, Mr. Tharoor’s se- 
lected topics are supposed 
to illustrate aspects of In- 
dia’s changing position as a power to be 
contended with on the global stage. On 
one level, most economic indicators—the 
Indian economy has grown at the average 
rate of 7% in the past few years and pov- 
erty dropped by 10% between 1991 and 
2001—may give credence to the author’s 
optimistic outlook of India turning into 
another Asian tiger. But on another level, 
a portrayal of India as an emerging pow- 
er is too premature. Although the author 
mentions India’s many political, econom- 
ic and social challenges in the “Dangers 
to India’s Future” chapter, he glosses over 
the gravity of certain problems. He under- 
states the Herculean effort required from 
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the government, civil society and the aam 
admi, the common man, to meet the chal- 
lenges that India faces on its way to creat- 
ing broad-based economic prosperity and 
a tolerant society. 

Problems such as demographic pres- 
sures, communal violence, sectarianism, 
a weak judiciary, absence of civic culture 
and overall apathy, are just a few of the 
daunting challenges India’s government 
and its people have to overcome. If these 
issues aren’t tackled, the inequity gap and 
sectarianism may tear India apart, and 
Mr. Tharoor’s scenario of the rising In- 
dia might be rewritten by India’s desper- 
ate masses taking things 
| into their own hands. The 
> _ Naxalite movement, its 
| supra-state status and its 

resort to spontaneous tri- 
| bunals in search of justice, 

doesn’t make this scenario 
| that implausible. 
The author, however, 
| rightly points out that in 
order to leverage India’s 
soft power—its attractive- 
ness to the outside world— 
Indians “must ensure that 
[they] do enough to keep 
[their] people healthy, 
well-fed, and secure not just from jihadi 
terrorism but from the daily terror of pov- 
erty, hunger, and ill health.” Moreover, in 
Mr. Tharoor’s opinion, the cultural plural- 
ism and tolerance, at the core of the notion 
of Indianness, is a remarkable “civiliza- 
tional asset” that may contribute eventu- 
ally to a building up of its hard power. 

Those who are unfamiliar with Indian 
history, culture or current affairs won’t get 
much out of the book in terms of either a 
comprehensive introduction to Indian so- 
ciety, or an in-depth understanding of its 
problems. Mr. Tharoor himself notes that 
the “book is not asurvey of modern Indian 
history or politics,” and refers readers in 
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Cultural pluralism and tolerance, the core of Indianness, 


is a “civilizational asset” that may help build hard power. 





search of this to his India: From Midnight 
to the Millennium and Beyond. I would also 
recommend a short and engaging account 
of India’s modern history by Sunil Kh- 
ilnani, The Idea of India; or for a better 
understanding of Indian society and de- 
velopments in its economy, India Unbound 
by Gurcharan Das. 


HO CHI MINH: A BIOGRAPHY 
by Pierre Brocheux, 
translated by Claire Duiker 
Cambridge University Press, 
265 pages, $35.00 





Reviewed by JONATHAN MIRSKY 


HIS BOOK BELONGS to the Uncle 
T Ho school of Ho Chi Minh biog- 

raphy. A retired professor at the 
University of Paris, Pierre Brocheux reads 
Vietnamese and has written earlier books 
on the modern history of Indochina. He 
rightly observes that untangling the life of 
Ho Chi Minh has been a difficulty for some 
biographers; Ho habitually disguised him- 
self, assuming new names and reinventing 
his personal history—he married at least 
twice, had other partners, and perhaps a 
son, but dumped or denied them all. 

Mr. Brocheux discusses the Vietnam- 
ese Communists during Ho’s life (he died 
in 1969), their Stalinism and later Mao- 
ism, the assassination of their rivals, 
the enormities of the land reform in the 
1950s, during which thousands died or 
were executed, and the thought reform a 
few years later involving the persecution 


oxo Mr, Mirsky is a former East Asia editor of the 
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of “class enemies.” Throughout, however, 
the author blames the Party’s violent deeds 
on other leaders, or poses rhetorical ques- 
tions such as “Did he [Ho] foresee the ex- 
cesses.... Did he accept what was going on 
or did he just give in and keep his opinions 
to himself?” 

Ho is portrayed here primarily as a 
spiritual leader. Others have taken the 
same tack before. One of the American Of- 
fice of Strategic Services operatives whom 
Ho met in northern Vietnam during the 
World War II (Mr. Brocheux barely notes 
these encounters), described in Dixee Bar- 
tholomew-Feis’s The OSS and Ho Chi Minh, 
thought Ho an “awfully sweet guy that lit- 
tle old man sitting on his hill.” 

This image is due to the fact that Ho usu- 
ally distanced himself from violence until 
it was over. Mr. Brocheux says Ho “some- 
times gave the impression that he had re- 
signed himself to extremist acts ... perhaps 
he was capable of cowardice like anyone 
else.” Or perhaps, one might suggest, he ei- 
ther gave or approved the orders or worse 
looked away while the killing was in train. 

There is another fundamental prob- 
lem with this biography. In his foreword, 
William J Duiker (whose daughter is the 
book’s fluent translator), the author of the 
best-known biography of Ho, refers to the 
“closed archives in Moscow.” Because 
they are closed, Professor Duiker con- 
tends, “Brocheux has sensibly refrained 
from engaging ... in psycho-social specu- 
lation.” Why an open archive should have 
that effect he does not say. Mr. Brocheux, 
too, says of these closed archives that one 
can only “dream of the day” when they be- 
come available. But Mr. Brocheux origi- 
nally published his biography in French, 
in 2003. That was also the year that So- 
phie Quinn-Judge published her com- 
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prehensive and meticulous Ho Chi Minh: 
The Missing Years. That biography, cited 
in Mr. Brocheux’s book but not otherwise 
referred to, makes much use of the open 
Comintern archives in Moscow as well as 
the files of the Surete, the French secret 
service that kept Ho in view for decades. 
The use of these sources, among others, 
permits Ms. Quinn-Judge to write ex- 
tensively of events in Ho’s early career in 
Vietnam, Moscow and China, while Mr. 
Brocheux contents himself with much 
briefer treatments. 

When it comes to sources about what 
was going on in China, from whose Maoist 
policies Ho drew inspiration, Mr. Brocheux 
has missed the most authoritative stud- 
ies. It is ludicrous to refer readers seeking 
to understand Chinese land reform—the 
forerunner of the Vietnamese model—to 
William Hinton’s wholly partisan and dis- 
credited Fanshen. Similarly, Mr. Brocheux 
barely touches on North Vietnam’s funda- 
mental role in creating the southern Na- 
tional Liberation Front, the Vietcong. 

Sometimes, it must be said, Mr Bro- 
cheux reminds us of almost forgotten but 
noteworthy events. One such is the indirect 
communication in 1963, discussed fully in 
Stanley Karnow’s Vietnam: A History, be- 
tween Ho and Ngo Dinh Diem’s brother, 
Ngo Dinh Nhu, in which they discussed 
the possibility of neutralizing Vietnam. Mr. 
Brocheux rightly says that when the Ameri- 
cans got wind of this they told the gener- 
als who wanted Diem out of the way that 
Washington would not mind, which led to 
Diem’s murder. 

Mr. Brocheux also correctly concludes 
that Ho helped set up Vietnam’s “implaca- 
ble system.” But even there he allows Ho, 
with his “holistic conception of the rela- 
tionships between individuals and society” 
to wriggle out. Ho, he maintains, “steeped 
in Confucian humanism, was crushed” by 
the “implacable system that he had helped 
put in place.” This is like saying that Sta- 
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lin, an ex-Russian Orthodox seminarian, 
was crushed by the weight of Soviet Com- 
munism. 

During the Stalin purges in the 1930s, 
when Ho, a Comintern member, was living 
in Moscow, he “kept a low profile.” Doubt- 
less this was the path of wisdom, although 
there were others—they perished—who 
spoke out. Mr. Brocheux recalls Aleksandr 
Solzhenitsyn noting that in such an atmo- 
sphere, “each new arrest is greeted with 
indifference.” He misses the point: When 
the Party required victims, such indiffer- 
ence was the greatest solvent of Ho’s Con- 
fucian humanism. 


MILITARY INC.: 
INSIDE PAKISTAN’S 
MILITARY ECONOMY 
by Ayesha Siddiqa 
Pluto Press, 304 pages, $35.00 





Reviewed by SHAUKAT QADIR 


HILE MILITARY CORPORATE 
W \ interests certainly exist in de- 
veloped countries, they tend to 
remain within defined boundaries. In less 
developed countries like Pakistan, howev- 
er, there is a tendency to view the military 
as the only disciplined, uncorrupted organ 
of state, which can bring efficiency to any 
venture it undertakes. Thus the state be- 
gins to look upon the military to provide 
much-needed public sector development. 
The Frontier Works Organization was 
created in 1966 out of units from the army 
engineer corps in order to assist the Chi- 
nese construct the Karakoram Highway. 
Once it finished building this road linking 
China to Pakistan by road over the 15,000 
feet high Khunjerab Pass and through what 
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The author’s contention that the private sector is the biggest 
victim of the Pakistan military’s businesses is indisputable. 
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was generally considered to be impassable 
terrain, the Fwo was not disbanded. In- 
stead, the state commissioned it to con- 
struct roads in other inaccessible areas. 

Likewise the National Logistic Cell 
started out reasonably enough, as a war- 
time strategic requirement of the army 
for logistic transportation. But in 1978, 
when the truckers association went on 
strike and wheat was rotting at the Kara- 
chi dockyard, the government turned to 
the NLC. It decided to import 10- and 20- 
ton trucks for the army to transport the 
wheat inland. Thereafter, the NLc became 
the largest peacetime transportation orga- 
nization, not only at the cost of the Paki- 
stan Railways, but also the private sector. 

The Army Welfare Trust was started 
in 1971 with surplus public funds held by 
General Headquarters and was intended 
to provide employment and welfare fa- 
cilities to ex-soldiers of all ranks. It fre- 
quently ran into financial difficulties and 
was bailed out by the Pakistan govern- 
ment; this also enjoyed a considerable tax 
rebate until very recently. Since then, this 
too has grown into a huge conglomerate 
and even has the most successful Pakistani 
bank to run. While it employs a larger pro- 
portion of civilians than ex-soldiers, and 
ranks among the top five taxpayers in the 
country, there is little doubt that it has en- 
croached on private sector domain. 

The author’s contention that due to all 
these enterprises by the military, the pri- 
vate sector has been the biggest victim is 
indisputable. For instance, under govern- 
ment rules contracts assigned to govern- 
ment organizations are exempted from 
private sector competition. 

In parts the book reads like a politico- 
military history of Pakistan, during which 
the military business sector is continu- 


ously growing. The main strength of the 
thesis presented is that it has addressed 
a hitherto taboo subject fairly objective- 
ly and with sufficiently accurate detail to 
support the author’s reasoning. She has 
even detailed minor economic ventures 
at local levels like bakeries as well as big- 
ger issues of military farms, which also 
encroach upon the private sector and are 
funded by monies allocated for the defense 
of the country. 

The most blatant exploitation of public 
sector resources conducted for the benefit 
of army personnel, primarily officers, is in 
allocation of agricultural land and the de- 
velopment of urban officers’ housing. Ag- 
ricultural land was originally supposed 
to be allocated to all ranks only along the 
uninhabited border with India. Now, how- 
ever, agricultural land is not only allotted 
inland, but often it is prime land. 

Although both the housing scheme and 
the allocation of land in housing societ- 
ies was intended to compensate the army 
officers whose pay was less and career 
shorter than civilian counterparts, this 
has become disproportionate. In the past, 
the retired army officer barely managed to 
make ends, but now it is not uncommon for 
officers to retire as wealthy men, depend- 
ing on rank. 

While the author’s case that the mili- 
tary has developed enormous corporate 
interests is solid, her conclusion from this 
that military takeovers in Pakistan occur 
to protect these interests is questionable. 
In fact, civilian governments have done 
more to protect the military’s corporate 
interests than any military government. 
Of course, the counter argument that ci- 
vilian governments cannot but do so due 
to the political role that the military enjoys 
in Pakistan is also true. it 
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DEFIANCE FROM 
THE NAVE OF A BURMESE TEMPLE 
by Gwynn Guilford 


O THET AND Ko Aung Zaw were 
joyriding around Bagan on a mo- 
torbike when they passed my 
friend and me, who were pedaling one 
speeds in the thick midday heat. “Hello, 
mother!” one of them shouted as they sped 
by, seizing a chance to practice his English. 
When they slowed to find out why my trav- 
el companion and I were laughing over our 
handlebars, we struck up a friendship. 

Both of these 20-year-old university 
students had demonstrated in the streets 
of Mandalay the week before, in late Sep- 
tember. The government had shut down the 
universities, which have traditionally been 
centers of dissent during times of unrest 
in Burma. Without school to attend, the 
boys were traveling back to their home- 
town, Bagan. Built on the edge of the great 
Irrawaddy River several hundred kilome- 
ters west of Mandalay, Old Bagan consists 
of scores of Buddhist temples that jut be- 
yond the listless swell of the delta plains. Ko 
Thet and Ko Aung Zaw were killing time on 
the network of paved and dirt roads that 
connect the temples, which were almost 
completely devoid of people, as all but a 
few tourists had canceled their visits when 
September’s demonstrations broke out. 

Ko Thet and Ko Aung Zaw (Ko is used 
to address young men, U for older men, 
Daw for older women and Ma for younger 
women) showed us around the less-visit- 
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ed temples in the area, and at sunset, we 
climbed up a deserted stupa five minutes 
off the main road to take in the view. The 
sun was just dipping out of sight when a 
powerful thunderstorm drove us down- 
stairs into the nave of the temple, where 
we waited out the gale in total darkness. 

Trading ghost stories eventually gave 
way to talk of politics, of the demonstra- 
tions. Even though they were scared and 
were adamant that their real names not be 
used, both young men were willing to talk 
about their experiences. I asked them if 
they thought their protesting would bring 
change. “It will if...” said Ko Thet, his 
voice dropping to a whisper, “...if Daw Suu 
Kyi comes.” 

It’s a testament to the government’s 
chokehold of fear on its people that, as Ko 
Thet spoke, he ducked his head as his eyes 
swept the blackness around him. Even in 
the darkness and desolation, he was check- 
ing for spies who could get him arrested 
for uttering the name of Aung San Suu Kyi, 
the leader of Burma’s democratic opposi- 
tion. This paranoid tic is a regular feature 
of most conversations conducted in public, 
where agents from the government’s exten- 
sive military-intelligence apparatus keep 
constant tabs on people. I had seen this 
many times before, but I was astonished to 
encounter it here, in the middle of nowhere 
in a pitch-black temple, insulated from pry- 
ing ears by the din of thunder and rain out- 
side. Unseen, unheard—but still not safe 
enough to say the name of Burma’s demo- 
cratic opposition leader without fear. 

Fear of what, exactly? The government, 
or State Peace and Development Council, 
as it is now known, has given people plen- 
ty to be afraid of since it seized power as a 
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military junta in 1988, when soldiers killed 
an estimated 3,000 nonviolent protest- 
ers. It has since detained over 1,000 politi- 
cal prisoners for years, torturing many of 
them. NGOs have documented systematic 
military campaigns of forced relocation, 
forced labor, rape and murder in ethnic mi- 
nority areas. And though the government is 
infamous for its brutality, its kleptocratic 
economic policies have brought more wide- 
spread harm than their bullets have, con- 
demning millions to abject poverty. 

Then there is what happened in Sep- 
tember, when the military fired on crowds 
of peaceful protestors in Rangoon, killing 
at least 10-though some diplomats claim 
that many times more than that were ac- 
tually killed. I arrived in Rangoon on Oct. 
2, just as a chilly calm fell on the city. I 
had been there in 2004, a year after Suu 
Kyi began her latest stint under house ar- 
rest. The roadblocks on University Avenue, 
where she lives, shunted traffic onto my 
street. At the time, many thought that her 
release was imminent. But every morn- 
ing, the ease with which I could hail a cab 
meant that the road was still blocked off, 
and Suu Kyi remained locked away. 

Little had changed since my last visit, 
except that the thicket of sawhorses and 
barbed wire blocking University Avenue 
had grown denser than before, and was 
now being guarded by a few shock troops 
in odd blue camouflage with red bandan- 
as—which one man I spoke with said were 
worn by soldiers who were authorized to 
shoot civilians. 

In 2005, the sppc relocated the capital 
to Naypyidaw, a drab inland town with 
minimal infrastructure, incurring mil- 
lions of dollars in expenses. The govern- 
ment offset its skewed balance sheet with 
price hikes in petrol, which, when insti- 
tuted in August, sparked demonstrations. 
Many of these were led by monks, who felt 
that it was their duty to communicate the 
suffering of the people to the government, 


as a monk waiting out the rain on the Man- 
dalay Hill pagoda explained to me. 

In early October, however, most monks 
were nowhere to be seen, as many had 
been arrested or shut away in their mon- 
asteries. Their absence wasn’t truly strik- 
ing until I visited Shwedagon Pagoda a 
day after it reopened. There were, howev- 
er, many soldiers. The first few I saw were 
pacing on the upper rim of the Shwedagon 
itself, which is one of the most sacred sites 
in Burma—a country where close to 90% of 
its 49 million plus population is Buddhist. 
Around the western and southern en- 
trances to the pagoda, the soldier quotient 
jumped. So did the number of guns. Some 
of the military officials patrolling Shwed- 
agon were barefoot military police armed 
with truncheons. Three or so men in the 
army greens, however, gripped semiau- 
tomatic weapons, and wore helmets and 
shoes. The latter was particularly abhor- 
rent. Even more so than the guns, wearing 
shoes in the pagoda was jarringly con- 
temptuous, said a man I spoke to. 

The Burmese are highly observant of the 
Buddhist custom of removing footwear at 
places of worship. Throughout our temple- 
hopping afternoon in Bagan, Ko Thet and 
Ko Aung Zaw patiently waited for my friend 
and me to remove our shoes and socks ev- 
ery time we entered a new pagoda, and got 
antsy when, in our enthusiasm, we forgot 
to for a moment. It was a casual, unselfcon- 
scious piety that surprised me, particularly 
for the swaggering, spiky-haired Ko Aung 
Zaw, who appeared to like his motorbikes 
fast, his jeans stone-washed, and, evidently, 
his women older and American. Clearly he 
is not your stereotypical devout Buddhist. 

But their support for Suu Kyi was even 
more unexpected. Nearly 20 years after 
1988, when she rose to prominence, hardly 
anything has changed-indeed, conditions 
have worsened. Suu Kyi herself has been 
locked away under house arrest for most 
of that time. And yet the people I spoke to 
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continue to support her as the best hope for 
the future. 

In the West, it’s often accepted that 
Suu Kyi is the people’s choice to govern. 
The Nobel laureate is on par with Nelson 
Mandela and Mahatma Gandhi as a figure 
who stands for humanity as much as the 
righteous side in a particular political situ- 
ation. Yet not all Westerners see her this 
way: many academics and journalists who 
hew to the realpolitik line 
see Suu Kyias irrelevant. 
They note that most of 
the country outside the 
main towns probably has 
no idea who she is, and 
that her support of eco- 
nomic sanctions against 
the military regime and 
a boycott of tourism to 
Burma reflect a firm- 
ness of principle that 
has hardened into obsti- 
nacy. 

Perhaps these stances 
have. But Suu Kyi’s legit- 
imacy seems not to have 
suffered for it. Many 
I talked to essentially 
made excuses for her rigid policy positions. 
A man in his mid-30s who worked in tour- 
ism explained that Suu Kyi probably didn’t 
support the boycott anymore since she had 
really only mentioned it once, a long time 
ago. A prominent economist and friend of 
Ms. Suu Kyi’s, said that he thought she was 
on the brink of changing her position on 
sanctions when she was arrested yet again 
in May 2003. 

Like these two men, people would risk 
great danger in order to initiate conversa- 
tion, mostly in the hopes that my friend 
and I would “tell the outside world about 
[their] suffering,’ as one man put it. This 
happened all the time, in all sorts of set- 
tings. Once, a waiter brought by an appe- 
tizer of fermented tea leaves and didn’t 
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Even comedy troupe the Moustache Brothers find little to 
smile about in today’s Burma. 


leave our table for an hour, during which 
time we learned that he was too poor to 
marry; how he and his coworkers took 
turns staffing the restaurant to go marchin 
the protests; and how the only way to beat 
the junta was for the United States to give 
protesters guns. Lu Maw of the Moustache 
Brothers comedy troupe, whose brother 
Par Par Lay had just been arrested, shout- 
ed “Record! Take picture!” by way of a 
greeting when I walked 
up to his house in Man- 
dalay. A tour guide at a 
popular destination 
that was patrolled by 
soldiers kept recom- 
mending “good places” 
to take photographs 
that seemed to be bet- 
ter suited to capturing 
armed soldiers on film 
than anything particu- 
larly postcard like. 

That’s not to say that 
people weren’t scared. 
Just days after at least 
10 protesters were shot 
in Rangoon, fear still 
caused people to scur- 
ry home early in the day. By 4 p.m., it was 
hard to flag down one of the ramshackle 
vehicles that pass for Rangoon cabs. Even 
though the 9 p.m. curfew was hours away, 
said one man when I asked about this phe- 
nomenon, people wanted to avoid being 
on the streets when the military began its 
raids —just after dark. 

Fear only quashed so much, though, and 
back in Bagan, in the kinder dark of the 
temple, Ko Thet finished his sentence about 
when and how political change will hap- 
pen in Burma. “Daw Suu Kyi will come,” 
he said. “It will happen in a few years.” And 
would he and Ko Aung Zaw wait until then 
to protest again? No, said Ko Aung Zaw. 
“We will wait until next week or month 
and start again.” = 
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Journos Out of Luck 


THE ULTIMATE FALLBACK of the parachute 
journalist is the taxi-driver interview. In 
Beijing, usually the drivers are more than 
happy to talk politics; but not with the 
17th Communist Party Congress under- 
way. A cabbie told us (there, we were do- 
ing it ourselves!) that in order to maintain 
a harmonious environment for the confab, 
the authorities instructed him and his col- 
leagues to keep their views on politics to 
themselves. So visiting hacks will have to 
interview hotel maids and waiters instead. 


Behold, Miss Tibet! 


THE DALAI LAMA was in Washington, 
D.C., recently to accept an award from 
the United States Congress, an event that 
had the Chinese government all hot and 
bothered. But the real affirmation of Ti- 
betan sovereignty is happening thou- 
sands of miles away in the Indian town 
of McLeodganj—the crowning of Miss 
Tibet. After all, you can’t have autonomy 
without a bikini-clad co-ed with a sash. 
Daily India reports that the nominal pur- 
pose is promoting awareness of the “Free 
Tibet” campaign. But, just like in every 
other nation, we know that the main at- 
traction is the swimsuit competition. 
Despite resistance from conservative 
Buddhists, which is to say most Tibetans, 
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Lobsang Wangyal Productions has sol- 
diered on with the pageant, now in its sixth 
year. Tsering Chungtak, Miss Tibet 2006, 
says her countrymen are coming around 
to the idea. Of course the spoilsports in 
Beijing always try to prevent Miss Tibet 
from competing in international pageants. 
But she remains the queen of our hearts. 


Clash of Civilizations 


ON A REPORTING trip to Pakistan, TT had to 
make a mad dash from the nation’s capi- 
tal—known affectionately to some as “Is- 
lamabored”—to chaotic Karachi in time to 
see Benazir Bhutto return from exile (yet 
again). So we went online and before you 
could say “Talibanization” we booked and 
paid for our seat with Air Blue, Pakistan’s 
popular privately operated airline. 

We were impressed with the in-flight 
service and the on-time departure and ar- 
rival, but can’t say the same for the airline’s 
attitude to security. At Islamabad airport 
we were not asked for picture i.d. And at 
Karachi airport, we were aghast to see a 
man check in for his wife and children who 
were too comfortably ensconced on their 
chairs to be bothered to wait in line. 

On board, the use of mobile phones 
seemed obligatory. And a group of old mul- 
lahs with walking sticks insisted on sitting 
by the emergency exit despite a somewhat 
feeble attempt by the flight attendant to get 
them to give up these seats to more able- 
bodied passengers. But the mullahs were 
having none of that. Instead, they just hand- 
ed over their canes haughtily to the young 
girl for storage in the overhead lockers. 





Contributions to Travellers’ Tales can be emailed 
to tales@feer.com. Read more Travellers’ Tales 
online at www.feer.com/tales. 


November 2007 





Quieter. 


The Airbus A380 sets new standards in quietness. Thanks to a highly efficient new wing design, the 
A380 climbs out of airports more quickly than any other high-capacity aircraft flying today, or planned 
for tomorrow. Which means that the A380 will hardly be heard outside most airport boundaries. 
Onboard, meanwhile, passengers fly in the quietest long-haul cabin in the industry. A380 cuts 
noise to unheard-of levels, inside and out. Airbus A380. See the bigger picture. 
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old-style planned economy. 














3 l KOREA INC. 
LOOKS FOR A NEW CEO 

Mike Breen, author of The Ko- 
reans and Kim Jong-il: North 
Korea’s Dear Leader, analyzes 
what Korean voters want and 
what the country needs from 
the December elections. 


3 g POOR VISIBILITY ON 
CHINA’S AIR POLLUTION 

Vaclav Smil, a professor in the 
Faculty of Environment at the 
University of Manitoba, turns a 
critical eye to the hazy policies 
that have made China a global 
leader in air pollution. 


RALLYING FOR RIGHTS 
IN MALAYSIA 
Danny Lim, a free-lance writ- 


4 


er and photographer in Kuala 
Lumpur, breaks down the re- 
cent Indian protests in Ma- 
laysia and traces the country’s 
changing political dynamics. 


AUSTRALIA’S 
RuDD AWAKENING 


43 


Hugh White, a professor of strategic studies at 
the Australian National University, looks to a 
future with Kevin Rudd at the helm of an Aus- 
tralia with a multitude of domestic and for- 


eign-policy challenges. 


4 7 WINDING DOWN 

THE MINDANAO WAR 
Douglas Bakshian, a free-lance 
journalist based in the Philip- 
pines, examines the steps being 
made toward bringing peace 


and stability to the war-torn 
Mindanao and Sulu Islands. 
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Y HAPPENSTANCE, ASIA is witnessing several hotly contested 
or controversial elections. Australia has a new prime minister 
already, and in Hong Kong shortly before we went to press, An- 
son Chan defeated Regina Ip in a closely watched Legislative Council 
by-election that served as a referendum on democratic reform. More 
polls are to come in Thailand, Pakistan, South Korea, Taiwan and possi- 
bly Malaysia. So is the region undergoing a generational change in lead- 
ership? And if so, how will the newcomers distinguish themselves? 

As Hugh White writes in this issue, Kevin Rudd’s victory over John 
Howard in Australia brings Australia’s first leader with significant ex- 
perience living in Asia, not to mention language skill. But on the whole, 
foreign policy is unlikely to undergo a sea change; the major shifts in 
policy will be on the domestic front, where Mr. Rudd has pledged to roll 
back Mr. Howard’s “Thatcherist” free-market policies. 

It is in Thailand and Korea that deeper changes are afoot. REVIEW 
Deputy Editor Colum Murphy was on the campaign trail with Demo- 
crat leader Abhisit Vejjajiva, who is in a tough battle with the supporters 
of deposed Prime Minister Thaksin Shinawatra. Regrouped under the 
banner of different parties, they are still offering populist measures to 
the lower classes while trying to drag Thailand into the global economy 
against the wishes of the vested interests of the economic elite, the pal- 
ace and the military. This is truly a battle for the country’s soul. Should 
the Thaksin forces prevail on Dec. 23, brace for bigger fireworks. 

Michael Breen, longtime Seoul-based analyst, identifies a key shift 
in the way Koreans look at their leaders. In the past, regional loyalties 
and patronage networks determined how they marked the ballot. The 
Dec. 19 poll could be a milestone in the maturation of the country’s de- 
mocracy, as for the first time the electorate seems to be focusing on the 
abilities of the candidates to manage the institutions of government, 
deliver economic growth. That could be in part a result of learning the 
costs of a chaotic leader like Roh Moo Hyun. 

It’s not clear yet when Malaysia will have its next elections, but the 
jockeying has clearly already begun. The recent violent demonstrations 
in Kuala Lumpur, as Danny Lim writes, have seen new ethnic Indian 
forces seeking to play the ruling coalition’s race card against it. In some 
sense this shows how little progress has been made since the riots of 
1969 in healing communal tensions. But don’t rule out the possibility 
that the nation has indeed matured, and this could be one more impetus 
toward reform of a closed political system. 
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LETTERS 





Pakistan’s Predicament 


IT IS ABSOLUTELY refreshing to read 
Colum Murphy’s penetrating and in- 
sightful analysis of the current political 
situation in precarious and fragment- 
ed Pakistan (“Pakistan’s Last Bid for De- 
mocracy,” November 2007). 

The huge suicide blasts that took away 
more than 140 lives and injured many 
more after former Prime Minister Bena- 
zir Bhutto’s return in October was a sure 
warning sign of further aggravation of the 
already fragile political, social and eco- 
nomic condition in the country. 

The newly re-elected President Pervez 
Musharraf is fast losing his people’s sup- 
port, mainly because of his ever-closer af- 
filiation with the United States. In the years 
of his being coaxed (if not coerced) by the 
U.S. to weed out the Taliban and al Qaeda, 
Mr. Musharraf has unwittingly incurred 
the wrath of the Islamic fundamentalists 
and caused the tribal uprisings in the west- 
ern and southern parts of the country. 

Ms. Bhutto’s homecoming may not 
really help to alleviate the turbulent na- 
tion, and the return of Nawaz Sharif could 
likely aggravate the situation further due 
to the unavoidable struggle between sup- 
porters of the leading parties for political 
advantage. 

The whole bombing episode does not 
bode well for the future of the country. 
Despite the billions of dollars the U.S. had 
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THE FAR EASTERN ECONOMIC REVIEW wel- 
comes letters to the editor sent via fax to (852) 
2503-1530, by email to letters@feer.com or by 
post to GPO Box 160, Hong Kong. Submissions 
must include the author’s full name, address and 
daytime contact numbers. The REVIEW reserves 
the right to edit letters for length and clarity. 


dumped in, most Pakistanis would want to 
see Washington refrain from messing with 
their nation’s internal affairs. Perhaps the 
U.S. should find alternative means of pur- 
suing and eradicating its targeted terror- 
ists, and in the meantime, leave Pakistan 
to mend its own chaotic predicament. 
Han Venn-ti 
Hong Kong 


Evasive Mr. Lee 


Lee Teng-hui evades the question of Tai- 
wan independence in his interview with 
you (“The Father of Taiwanese Identity,” 
November 2007). In an interview with 
me in 1997 for the Times (London) — 
which he requested—then President Lee 
said in Chinese, Japanese and English, 
“Taiwan is independent.” Beijing said 
and did nothing about this. 

Jonathan Mirsky 

London 





The editors of the REVIEW would like to | 
| invite readers to log on to a new feature of our 
| Web site. The FEER Forum is a space for the | 
| region’s thought leaders tocontribute shorter 
- essays on a more timely basis than is = 
inthe magazine. =" 3 | 
-We seek the most incisive and provoca- | 
| tive commentary from around Asia from | 
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Bling! Bang! Boom! 
China’s Stocks Zoom 


by Jonathan Anderson 





N MONDAY, JULY 11, 2005, 
the Shanghai Composite 
Index—the most widely 
quoted index for China’s 
domestic “A-share” stock 
market—closed at 1,011, the culmination of 
a long, five-year slide and the lowest re- 
corded level since February 1997. For years 
local equity investors had watched in pain 
as the market ground inexorably lower, 
even as the economy accelerated to dou- 
ble-digit growth rates and the “Chinese 
miracle” became a catchphrase across the 
globe. Indeed, one of the biggest concerns 
among analysts and strategists for much 
of this decade was whether mainland asset 
prices would ever begin to reflect the re- 
cord growth of Chinese real incomes and 
earnings. 

Those concerns disappeared in very 
short order. By the end of 2005 the A-share 
market had recovered to 1,200, a respect- 
able if not stunning gain, and over the 
course of 2006 stock prices more than dou- 
bled, reaching 2,700 in December of that 
year. This made China by far the best per- 
forming Asian market in 2006—and one of 
the top performers in the world. The best 





was yet to come, however: over the first 
nine months of 2007 the Shanghai index 
more than doubled again to a high of 6,100 
in mid-October, again far outpacing any of 
its regional and global counterparts. 

At the October peak, the market had 
risen a full 600% from the 2005 trough 
and was trading at an overall price to earn- 
ings multiple of 71 times, compared to a PE 
of 20 for the msci Asia ex-Japan index and 
around 25 for an unweighted average of 
broader regional indices. Such perfor- 
mance and valuations put China in very 
rarified company; in Asian experience, 
only Japan and Taiwan had ever experi- 
enced a similar combination. On the broad- 
est available measures, both the Japan and 
the Taiwanese bubbles burst at a PE valu- 
ation of 70 to 75 times—and of these only 
Taiwan matched China’s pace of a 600% 
gain over a two-year period. 

“Bubble” is the operative word in the 
previous sentence, of course, and looking 
at the eye-popping rise of the Shanghai in- 
dex as well as the speculative fervor that 
surrounded it, there’s little question in 


œs Mr. Anderson is chief Asian economist at UBS. 
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A SHARES A OK 
Risks associated with an equity bust 
have been a sideshow 
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reasonable analysts’ minds that the Chi- 
nese stock market is a bubble in the classi- 
cal sense of the word. 

Which brings us to the main issue at 
hand. Bubbles invariably pop, and at these 
levels of valuation, they tend to pop hard. 
Moreover, whether we talk about Japan, 
Taiwan, the Nasdaq Stock Market or other 
similar instances, the subsequent collapse 
generally had enormous negative conse- 
quences for the economy: sharp recession 
in the case of American and Asian infor- 
mation technology producers in 2001-02, 
and nearly a decade of malaise in earlier 
examples of Japan and Taiwan. So for 
bearish-minded pundits who had been 
pooh-poohing the Chinese growth story 
all along—citing distorted capital pricing, 
an artificially weak currency, uncontrolled 
liquidity inflows and massive overinvest- 
ment—the A-share equity bubble is simply 
the last and most visible manifestation of 
the Great Resource Misallocation of the 
century so far, one that looks certain to 
end in tears. 

And this is a far from academic debate; 
as we write, the Shanghai index has al- 
ready fallen 20% from the mid-October 
peak, now trading at around 4,800. Mind 
you, the market has seen false corrections 
before, usually followed by another sharp 
upward rally, but this marks the largest 
slide since the boom began in 2005. With 
new retail and mutual-fund account open- 
ings beginning to dry up and the opening 
of portfolio-investment opportunities out- 
side China, many analysts now assume 


www.feer.com 


that the bubble has finally reached the end 
of the road. If this is the case, then would 
it mark the end of China’s real growth 
boom as well? Could a market correction 
be the catalyst for the long-awaited down- 
turn, as collapsing confidence and forced 
deleveraging take their toll on an over- 
stretched economy? 


The Great Chinese Casino 


OUR ANSWER IS...HARDLY. Of course stock 
prices will fall; if not now then inevitably 
at some point in the not-so-distant future. 
However, in our view the biggest surprise 
coming out of the mainland economy may 
well be its ability to shrug off the risks as- 
sociated with an equity bust without any 
visible effect—and, indeed, to grow at 9% 
per year or thereabouts for the foreseeable 
future. Put more simply, the A-share bub- 
ble has not been a main event in the China 
story. Rather, it’s been a bit of a sideshow. 

How can we say this? Well, first of all 
because we’ve been here before—not once, 
but twice, and not in the distant past, but 
rather well within investors’ recent memo- 
ries. It was less than two decades ago that 
China’s domestic stock market came into 
being, and no sooner had the market start- 
ed trading than it rocketed upwards; the 
Shanghai index rose from 114 in May 1991 
to the dizzying level of 1,240 only 12 months 
later, implying a PE ratio well into the hun- 
dreds at the peak before falling back to a 
level of 300 by early 1994. From that trough, 
the market shot up again to around 2,100 
by early 2000, trading at a PE valuation of 
nearly 65 times before the aforementioned 
decline to the 2005 trough. 

In other words, from its very inception 
the China market has always resembled a 
casino—and a casino, we might add, that 
never had even a remote correlation with 
macro growth or earnings trends. The 
long boom from 1995 to 2000 took place 
during a very rough “hard landing” in the 
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LITTLE VENTURED, MUCH GAINED 
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real economy, with profits collapsing, tens 
of thousands of companies shut down and 
nearly 30 million state workers sent home 
from their jobs. By contrasts, the long mar- 
ket decline from 2001-05 occurred against 
the backdrop of a sharp recovery in both 
growth and profitability. 

What makes the A-share market differ- 
ent from Japan, Taiwan or the United 
States.? Three things. The first is size; the 
recent announcement that state-led Petro- 
China Co. had passed ExxonMobil Corp. 
to become the world’s largest company 
with peak market capitalization of $1.2 
trillion raised eyebrows across the globe, 
but the truth is that the actual tradable 
portion of the equity market is still a very 
moderate part of financial wealth in Chi- 
na. In most countries the “free float” (the 
share of listed companies’ stock traded 
freely on exchanges) is 50% to 60% or 
higher, with the remainder held by the 
firms themselves. In the A-share market, 
the current free-float ratio is around 22%; 
the rest is held mostly by the government 
in the form of nontradable state holdings. 
This means that the portion of total head- 
line market capitalization that really “mat- 
ters” for private balance sheets is radically 
smaller in China than in any of its peers. 

Just how small that portion is can be 
seen in the fact that in 2005, free-float A 
shares accounted for only 4% of liquid fi- 
nancial assets (tradable stocks, bonds and 
deposits), and despite the massive subse- 


quent rally the number is only around 14% 
of assets today. At the peak of the Japan 
bubble the number would have been 35% 
to 40%, and perhaps as high as 50% in Tai- 
wan. From this perspective, China isn’t 
even half way up compared to these ear- 
lier bubbles, and even a large downward 
correction in stock prices would hardly 
make more than a dent in private financial 
wealth holdings. 

The second issue is spending. In order 
to have a stock market correction create 
significant problems in the broader econ- 
omy, it helps if we can show that house- 
holds and firms were spending more 
during the market boom. This was clearly 
the case in Japan and the U.S.-1T bubble 
(and we might add, very clearly the case in 
the recent U.S. housing boom). The trouble 
is, the Chinese numbers don’t show any 
such thing. The most dangerous economic 
warning signal during the U.S. housing 
bubble was the sharp fall in household- 
saving rates and the associated explosion 
of the trade deficit, as consumers spent a 
large portion of their housing-wealth gains 
in real time. In China, by contrast, con- 
sumer-saving rates have hardly budged— 
and gross corporate savings have 
skyrocketed, driving the mainland trade 
surplus from 4% of gross domestic product 
to nearly 10% over the past three years. 

Looking at retail sales and household- 
expenditure survey data, real spending 
growth rates have been absolutely flat 
since mid-2005 when the A-share boom 
began. And the same is true for corporate 
investment; fixed capital expenditure ac- 
tually slowed over the past 18 months even 
as the market rallied, a reflection of re- 
newed tightening on construction and 
property in mid-2006. 

The bottom line here is that as best we 
can tell equity investors haven’t yet spent 
any of their market winnings—that is, 
there’s no consumption boom to reverse. 
Why haven’t we seen any reaction to rising 
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equity wealth? In our view, there are a cou- 
ple of factors at play here. As we saw above, 
the free-float equity market is still too small 
to have a major impact on total wealth and 
thus too small to have a major impact 
on aggregate expenditure. In ad- 
dition, we suspect the rally 
simply happened 
“too fast”; 
with 600% 
gains in the 
space of less 
than two years; 
households and firms 
have had very little time 
to adjust spending habits. 

Our final 
point con- 
cerns lever- 
age—perhaps 
the single most import factor determining 
the subsequent fate of the economy as a 
whole. The “death knell” in the aftermath 
of the Japan and Taiwan bubbles, for ex- 
ample, came from a forced deleveraging of 
the corporate sector after years of exces- 
sive borrowing during the boom. And even 
if Chinese residents haven’t been spending 
any faster because of the A-share rally, a 
market correction could still lead to a 
sharp real retrenchment if investors took 
on unsustainable amounts of debt to spec- 
ulate on equities. Needless to say, the 
mainland press is full of stories of desti- 
tute families who pawned their homes and 
other belongings to play the market, but in 
fact there’s no evidence that the market is 
heavily geared. Indeed, all the available 
data points to mostly retail interest driven 
by portfolio reallocation out of existing de- 
posit savings and into stocks. 

To begin with, Chinese investors don’t 
have access to formal derivative instru- 
ments. In the absence of forwards, futures 
and options, the only way for domestic par- 
ticipants to generate gearing is the “tradi- 
tional” route, that is to borrow on margin. 
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And even here, brokers are legally 
forbidden to provide margin cred- 
it, nor are firms formally allowed to 
reroute commercial bank loans into 
the stock market. So the average 
equity investor has no real way 
of adding leverage to their po- 
sitions. This doesn’t mean 
that larger investors can’t 
find their way around for- 
mal restrictions and get 
credit from banks—but 
then, we didn’t see a big 
upturn in bank-credit 
growth during 
the initial 2005- 
06 A-share bull- 
market run. We 
have seen an uptick in 
lending growth this year, which may 
have helped fuel the last leg up, but this is a 
very recent trend and the central bank is 
already intervening to cool bank credit back 
down. 

Moreover, since the very beginning A- 
share gains have been consistently corre- 
lated with an increase in new domestic 
retail and mutual-fund account openings. 
This strongly suggests a market driven at 
the margin by “new” fund inflows from 
new investors entering the fray rather 
than increasing leverage on the part of ex- 
isting accounts. 


Little Cause for Alarm 


MUCH HAS BEEN made of the fact that more 
than 25% of the reported earnings of listed 
Chinese companies in 2007 came from in- 
vestment income, compared to only 11% in 
the two preceding years. On the face of it, 
this brings up memories of the Japanese 
zaitech debacle of the 1980s, where compa- 
nies aggressively levered up balance sheets 
in order to speculate in the stock market. 
However, keep in mind that only around 10 
to 15 percentage points of this figure come 
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from A-share gains—and unlike Japanese 
firms in the 1980s, Chinese companies have 
seen a sharp increase in both gross and net 
corporate savings as well as declining fixed 
investment growth. In other words, while 
mainland corporates may have been invest- 
ing assets into the stock just like their 
household counterparts, they haven’t been 
borrowing to do it, nor have they been 
spending the proceeds. 

Very tellingly, we’ve also had plenty of 
opportunity to “test” the market on the 
downside over the past two years. There 
have been at least four periods since the 
beginning of the A-share boom when the 
Shanghai Composite Index came off 10% 
or more from the previous highs. In every 
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case, the losses were limited to the low 
double digits, with no sign of the kind of 
“knock-on” selling to cover leveraged long 
positions that you would normally see ina 
highly geared market, And in every case 
(at least so far), prices rebounded very 
quickly once the regulators moved back to 
a more accommodating policy stance. 
Taken together, the above trends lead 
us to conclude that while equity-market 
size and leverage may be growing, they 
have not yet come close to a point where a 
correction would lead to significant bal- 
ance-sheet stress. And this, in short, is 
why we still don’t spend much time wor- 
rying about the impact of the A-share mar- 
ket on Chinese growth. t | 
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One Night in Pattaya 
With Mr. Clean 


by Colum Murphy 





N THE STUMP, Abhisit Vej- 
jajiva seems much like any 
other candidate for nation- 
al leader in a vibrant, ma- 
ture democracy—he presses 
the flesh, has his picture taken with babies 
and attracts giddy laughter from female ad- 
mirers. Yet the leader of Thailand’s Demo- 
crat Party faces some pressures in addition 
to those of his peers elsewhere. Thailand 
can hardly be called a vibrant democracy— 
at least not since the military ousted the 
democratically elected Thaksin Shinawatra 
on Sept. 19, 2006. Mr. Abhisit not only has 
to win over the voters, he has to reassure 
international observers that Thailand will 
return to stability under his leadership, and 
convince the palace and the military to step 
back from interfering in politics. 

None of this is made any easier by the 
fact that Mr. Thaksin’s supporters have re- 
fused to go away quietly, and they contin- 
ue to enjoy strong public support. Many of 
the former prime minister’s allies have re- 
grouped—mainly under the flag of the Peo- 
ple Power Party, or ppp, but also forming 
other, smaller parties. The polls suggest a 
close race, with smaller parties possibly 





holding the key to forming a government. 

Nevertheless, the hyperenergetic Mr. 
Abhisit doesn’t appear daunted. On a late 
November Friday afternoon, he embarks 
on yet another overnight road trip, this 
time taking him to the wet markets of Ray- 
ong, then to a transvestite cabaret club in 
the seaside town of Pattaya, before head- 
ing back to Bangkok’s colorful Khao San 
Road. It’s all part of a grueling campaign 
to relay his “People’s Agenda” election 
manifesto up and down the country—from 
the Democrats’ stronghold in the southern 
provinces to northeastern Isaan, where 
Mr. Thaksin holds sway. “When it’s time to 
rest, I rest,” the 43-year-old Oxford eco- 
nomics graduate says from the back of his 
Volkswagen limousine van as it speeds 
down the highway to Rayong, a town of 
55,000 on the Gulf of Thailand. “When I 
am not resting, I am working. I don’t get 
distracted by other issues.” 

Clearly one of the goals of this particu- 
lar night of campaigning is to shake his im- 
age of being removed from the common 
people. As one foreign journalist based in 
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Thailand puts it: “Mr. Abhisit may be smart, 
well-dressed, good-looking, and well-edu- 
cated, but has he ever got dirt under his fin- 
gernails?” It’s a criticism Mr. Abhisit says is 
unfounded. “Ironically, the people who 
make those comments are the urban elites,” 
he says. “I haven’t had any problems com- 
municating with the rural people. They 
don’t have to understand the words ‘Peo- 
ple’s Agenda’ but they know it means free 
education, more irrigation, money for the 
old, guaranteed crop prices to produce eth- 
anol. They have no problem.” 

The first pit stop of the evening is a wet 
market in Rayong. Sitting on a dias next to 
her stall, food vendor Penapa Kangjan, 37, 
was thrilled to meet Mr. Abhisit in the flesh 
when the aspiring prime minister tried 
some of her Thai-style beef jerky. Ms. Pe- 
napa says she intends to vote in the upcom- 
ing election. As for her selection criteria: “I 
look at the credibility of the parties, the 
candidates and their policies,” she says. 

Just after midnight, following appear- 
ances at two small rallies, Mr. Abhisit 
makes a stop at “Tiffany’s Show,” a famous 
transvestite cabaret club. At the club en- 
trance, he looks a little incongruous as he 
poses for photographs flanked by three 
transvestites decked in plumage and glit- 
tering sequined gowns. Inside the 1,000- 
seat capacity auditorium, Mr. Abhisit 
addresses a group of around 100 transves- 
tites and sex workers and answers their 
questions. Later, one of the show’s manag- 
ers, who goes by the name “Pin” says she 
likes Mr. Abhisit because he doesn’t dis- 
criminate against transsexuals. “I have 
seen many prime ministers,” she says. “I 
think it’s worth giving Mr. Abhisit a try.” 


More Power to the People 


THE COUP D’ETAT came after months of 
political turmoil in the kingdom deepened 
the rift between the conservative forces— 
namely the palace and elements of the mil- 
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itary personified by Gen. Prem 
Tinsulanonda, head of the Privy Council— 
and Mr. Thaksin. Mr. Abhisit lays the 
blame at Mr. Thaksin’s feet. “If only the last 
elected government would actually prac- 
tice principles of democracy, then there 
was no way the military could have carried 
out a coup—whatever personal conflicts or 
differences there may have been between 
Thaksin and Khun Prem,” he says with an 
exasperated tone. 

In the 15 months since the military 
takeover, the country’s constitution has 
been rewritten, scaling back many of the 
freedoms guaranteed under the previous 
1997 version. Mr. Thaksin remains in exile 
in the United Kingdom, his TRT party dis- 
banded and 111 ofits members barred from 
politics for a period of five years. (Mr. Ab- 
hisit says that an amnesty for some of 
those banned politicians would “make 
sense.”) The Dec. 23 elections are sup- 
posed to mark the country’s first step back 
toward democracy. With many Thais— 
mainly Thaksin supporters—still harbor- 
ing resentment toward the junta for its 
intervention, a smooth resumption of de- 
mocracy is far from guaranteed. 

The father of two young children and 
married to a professor of pure math at Ch- 
ulalongkorn University, Mr. Abhisit wants 
Thais to look to the future. “It is time for 
the country to move on. We should put old 
politics behind us—the politics of corrup- 
tion, of conflict, that puts politicians’ in- 
terests first ... by electing a government 
that puts the people first.” Easy for him to 
say—his party seems to have emerged 
largely intact from the prolonged period of 
political unrest. Critics say this is because 
the Democrat Party managed to keep in 
the good books of the junta thanks to their 
tacit approval of the coup. 

But now the message is that the past is 
the past, and the Democrats are promising 
generational change in the form of Mr. Ab- 
hisit—a rock-music fan who counts Arctic 
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Monkeys, Foo Fighters and Radiohead 
among his favorite bands. At his party’s 
headquarters in Bangkok he asks: “Haven’t 
we proved that the old style leadership is 
not working?” adding that leadership that 
focuses on power and money is not viable. 
“That’s why we are in a crisis,” he says. “I 
offer anew approach.” 

His proposals are encompassed in the 
“People’s Agenda”—which details the four 
ingredients in the Democrat’s recipe for re- 
versing Thailand’s flagging fortunes: resto- 
ration of democracy; reviving the 
economy; investing in peo- 
ple; and bringing peace 
back to the South. “The 
fact that my programs are 
ambitious means that there 
is good reason to think 
there will be changes. You 
cannot have changes with- 
out ambition,” he says. 

Yet achieving these 
goals will be easier said 
than done. For one, restor- 
ing democracy may not be 
even within the control of 
the elected politicians. For 
sure, the masterminds be- 
hind the most recent coup 
will be watching closely 
from the sidelines, possibly waiting 
to intervene if Thai politics turn murky 
once again—something which could easily 
happen. For his part, Mr. Abhisit thinks 
army intervention in the future is unlikely. 
“The military will have learned a hard les- 
son over the last year,” he says. Initially the 
coup leaders “were generally well accepted 
by 70% of the population.” “But even with 
that level of popularity they discovered 
within two to three months that they 
weren’t welcome to stay. So any military in- 
tervention is going to get more and more 
difficult,” he says. 

If restoring democracy could prove elu- 
sive, then reviving the economy may not be 
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that straightforward either. Economically, 
Thailand has clearly fallen behind as a re- 
sult of the coup and the resulting political 
instability. In third quarter 2007, the Thai 
economy grew a modest 4.9%, year on year. 
The Democrats also point to the “signifi- 
cant underperformance” of the country’s 
stock and bond markets. A key goal of the 
party is to restore investor confidence 
which has evaporated over the past year 
due to the junta’s “flawed policies.” 
Specific steps planned by Mr. Abhisit 
and his team include scrapping the unre- 
munerated reserve re- 
quirement, Draconian 
capital-control measures 
imposed on the inflow of 
foreign funds by the Bank 
of Thailand in December 
2006. In addition, the 
party wants to shelve con- 
troversial moves to revise 
the 1999 Foreign Busi- 
ness Act, which would be 
good news for foreign 
businesses in the king- 
dom. 
Less encouraging is 
Mr. Abhisit’s vague stance 
on compulsory licensing 
of pharmaceuticals, a move 
instigated by the coup-appointed 
Minister of Health Dr. Mongkol Na Song- 
khla. On that decision—considered by 
many as an attack on intellectual proper- 
ty—Mr. Abhisit says that there was not 
enough consultation with concerned par- 
ties and government did not fully explore 
its options. “But I share [Dr. Mongkol’s] 
desire to have AIDS patients access drugs 
at reasonable and affordable prices.” For 
now, Mr. Abhisit says it is not an issue on 
which he needs to take a clear stance: “My 
desire is to ensure that our people get af- 
fordable drugs and at the same time comply 
with all our international obligations,” he 
says. One option is to form buying consortia 
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with other countries in Southeast Asia. He 
points to the Clinton Foundation as a good 
example. “The prices they get are very com- 
parable to the ones people get under com- 
pulsory licensing.” 

It’s hard not to see striking similarities 
between some of Mr. Abhisit’s economic 
policies and those of King Bhumibol Adu- 
lyadej, Thailand’s revered monarch. The 
king has long pushed for a “sufficiency 
economy” based on Buddhist principles 
that encourage self-sufficiency and mod- 
eration. For example, a key plank in the 
Democrats’ proposed economic policies is 
the establishment of a “village sufficiency 
fund” that would earmark government 
money for investments by villagers in ma- 
chinery and facilities to increase agricul- 
tural productivity. 

The urban poor would also benefit from 
this scheme, Mr. Abhisit claims, as well as 
from programs designed to improve and 
expand the country’s social security, sav- 
ings and pensions, health-care, and educa- 
tion systems. The Democrats are promising 
to increase the minimum wage and take 
steps to keep the cost of fuel down for end 
consumers. Longer term, Mr. Abhisit says 
a complete overhaul of the country’s edu- 
cation system is in order. A first step will 
be the introduction of free education to 
secondary school level as early as May 
2008. Other goals include reducing the ra- 
tio of children to computers to 10 to 1 from 
40 to 1 over the next four years, and launch- 
ing a massive training program for the 
country’s teachers. Thailand can afford to 
pay for these programs, says Mr. Abhisit. 
“We have a level of public debt to cpp of 
38% ...a lot of countries run that up to 60% 
so there is still room to spend.” 


Reality Check 


AND THE PROMISES don’t stop there. In 
addition to an economic turnaround, he 
pledges to bring peace to the troubled 
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mainly Muslim southern provinces where 
sectarian violence continues to claim lives. 
His plan is to appoint a special government 
minister to handle the problem by working 
to build trust between the Muslim minor- 
ities and the Bangkok authorities. 

Mr. Abhisit acknowledges it will be a 
“very close race” between his party and the 
rival ppp, led by Samak Sundaravej, 72. The 
most likely outcome is a coalition com- 
prised of three or more parties, led by either 
the Democrats or the ppp. The Democrats 
have always ruled in coalition. Indeed, most 
Thai governments to date, with the notable 
exception the government of the TRT after 
the 2005 elections. The logical coalition 
partner for the Democrats is Chart Thai, or 
the Nation Party, led by former Prime Min- 
ister Banharn Silpa-archa, 75, since the two 
parties have experience of working togeth- 
er in the past. Puea Pandin (the Motherland 
Party)—a new party led by Suwit Khunk- 
itti, 50, and whose supporters are also 
mainly former followers of Mr. Thaksin— 
could also figure in a coalition line up. 

Even if he does manage to become prime 
minister, there is no guarantee that his co- 
alition partners will be able to forge con- 
sensus on policies. He insists that he will 
only work with coalition partners that see 
eye to eye with him on his People’s Agenda, 
but the reality is that, once the election re- 
sults are declared, he could find himself in 
a much weaker bargaining position. Faced 
with less political leverage, he may be 
forced to make compromises that could 
make attainment of his ambitious election 
promises difficult or even impossible. 

That would be a blow for Mr. Abhisit 
who is clearly in a hurry to make his mark. 
“I can’t see myself in politics when I am 60 
years old. I think that whatever contribu- 
tions I make to the country I should be 
able to make them over the next decade or 
so,” he says. “Implementing changes to the 
country is my highest goal. I don’t want to 
be a prime minister that fails.” Li 
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Pulling the Strings of 
China’s Internet 


by David Bandurski 





HEN SOME OF the world’s 
top technology compa- 
nies, including Yahoo!, 
Intel, Nokia and Erics- 
son, formed the Beijing 
Association of Online Media three years 
ago, the group seemed to be a typical trade 
association, sponsoring social activities 
and facilitating networking. Even when its 
activities widened last year to include 
“self-policing” the Internet, it seemed to 
be benign, targeting content that “contra- 
dicts social morality and Chinese tradi- 
tional virtues,” i.e. pornography. The 
message was that the companies were pro- 
viding a public service in spaces used by 
Chinese teens, not helping the government 
maintain political control. 

Yet today it is clear that Baom has be- 
come an active agent of the Chinese gov- 
ernment’s initiatives to stifle discussion of 
political issues. The group’s slide into cen- 
sorship shows how easily Beijing can co- 
opt Western firms into this effort. And 
BAOM is becoming a model in a new push 
to tighten control over Internet speech. 

Reports released by the organization 
over the last year show clearly that this os- 
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tensible industry association is now play- 
ing an active, hands-on role in censoring 
information through a 200-strong team of 
Internet monitors. Sources within the or- 
ganization say that these monitors main- 
tain informal links with the Beijing Public 
Security Bureau and are on the govern- 
ment payroll. 

The reports, published until recently 
on BAOM’s official Web site, show that the 
organization’s so-called “volunteers” have 
reported more than 20,000 instances of 
politically forbidden Internet content since 
work began on Aug. 1, 2006, Censored ma- 
terial outlined in the reports goes beyond 
BAOM’s well-publicized campaigns against 
“pornographic” content, including content 
deemed harmful to national security and 
social stability, as well as violations of the 
official ideology of the “four cardinal prin- 
ciples”—upholding the socialist path, the 
dictatorship of the proletariat, the rule of 
the Communist Party, and Marxism-Le- 
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violations, all too familiar to Chinese jour- 
nalists and known collectively as “propa- 
ganda discipline,” are typically enforced 
by China’s Central Propaganda Depart- 
ment through ad hoc bans and punitive ac- 
tions against media and journalists. 

Once verified by BAOM, content viola- 
tions are either referred directly to gov- 
ernment censors or forwarded to content 
managers at major Internet portals. BAOM 
and its team of “volunteers” are a new 
form of after-the-fact censorship in China, 
complementing an already vast Internet 
censorship apparatus that includes key- 
word filtering, technical blocking of sites 
and content, and a range 
of government offices and 
law enforcement in addi- 
tion to internal self-cen- 
sorship mechanisms 
employed by Web sites. 

“This is a kind of evo- 
lution of the control 
scheme in China,” ex- 
plains Zhao Jing, a Chi- 
nese journalist who blogs under the 
pseudonym Michael Anti and is currently 
a research fellow at Harvard University. 
“Before, the propaganda department was 
used to control the print media and other 
traditional media. As China entered the 
age of new media, with blogs, bulletin- 
board sites and other new tools, central- 
ized control was still used. But this sort of 
control hasn’t worked so well for the In- 
ternet. So they’ve started to look at the vol- 
unteer method as a kind of de-centralized 
control.” He adds, “They’ve changed their 
approach, and it’s very, very clever.” 

An insider at a major commercial Web 
site in Beijing, who asked that his identity 
be protected, says BAOM is a mere function- 
ary of the Beijing government, allowing it 
greater “convenience” in getting companies 
in line with its censorship priorities. “There 
are no civic organizations in China. This is 
just an expression the government uses,” 
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List of items deleted from “priority” Web 
sites in BAOM’s first “volunteer” report 
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says the source. “Membership is just for 
show. They can’t offer their own opinions, 
and they don’t have any real say.” 

But members do pay fees, the source 
says, although he could not reveal how 
much. And he also confirmed that BAOM’s 
“volunteers” are paid by the government, 
or “eat the emperor’s grain.” 

Porter Erisman, a spokesman from Al- 
ibaba Group, which owns Yahoo! China, 
says the company had “no specific com- 
ment” on Yahoo! China’s membership in 
BAOM. He does admit, however, that “all 
the major portals and icp [Internet Content 
Provider] license holders operating out of 
Beijing ... are either BAOM 
members directly or 
members via related enti- 
ties depending on their 
corporate structures.” Mr. 
Erisman’s comment sug- 
gests membership in the 
association, far from be- 
ing voluntary, is in fact 
mandatory for holders of 
ICP licenses, which are issued by China’s 
Ministry of Information Industry and give 
companies the green light to offer online 
information services. 

BAOM’s active censorship role through 
its “volunteers” and the city propaganda of- 
ficials who oversee the organization’s daily 
operations places international tech firms, 
including Yahoo, MySpace, Intel, Nokia, 
and Ericsson, in the awkward position of 
having “membership” in Beijing’s munici- 
pal press-control apparatus through their 
China-based subsidiaries, and possibly also 
funding Web censorship in the capital. As 
calls grow outside China for a global code 
of conduct on freedom of expression and 
privacy among Internet and telecoms com- 
panies, BAOM’s role as a mechanism of In- 
ternet censorship is a further reminder of 
the ethical costs of access to China’s media 
sector. While the association’s policing ac- 
tions are limited in principle to companies 
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in the Beijing area, they effectively target 
Internet users across China who use a plat- 
form based in the capital, where many In- 
ternet companies are headquartered. 

A report released last month by the 
Paris-based Reporters Without Borders 
(RSF), written by a Chinese insider, lists 
the Beijing Association of Online Media on 
its chart of government Internet control 
bodies and notes that Web sites “not reg- 
istered in Beijing are not subject to as 
much pressure.” But this is changing too. 
The recruitment in June this year of 118 
volunteer monitors by the Shenzhen As- 
sociation of Online Media signals that sites 
in a second major Internet hub are being 
pulled into a virtual national system of po- 
licing through a puppet civic organization. 
This would include the popular instant 
messaging system QQ.com, which until 
now has been exempted from stricter con- 
trols centered on Beijing, 

Hong Bo, a Chinese blogger who writes 
under the alias Keso, says Internet growth 
is outpacing traditional forms of censorship 
and leaders are looking for other ways to 
keep the medium under control. “The issue 
now is that the amount of information 
available on the Web is growing, so that it 
can’t be controlled relying solely on govern- 
ment supervision,” Hong says. 

BAOM was formed “willingly and joint- 
ly,” according to its charter of association, 
by industry leaders in China’s capital in 
October 2004. Its credibility was boosted 
by the presence of multinational brands 
and five Nasdaq-listed Internet firms. As 
the industry grew, other big fish were 
snared, like MySpace China, which joined 
up earlier this year. Prominent Chinese 
academics signed on to advisory roles. 

BAOM’s initial stated goal was to “pro- 
mote the healthy and orderly development 
of online information services,” but it was 
also pitched as a place to network. A spokes- 
person for Ericsson China, a member from 
the outset, says the professional association 


is “a bridge between us and other members, 
because online media plays an important 
role in our daily communications.” Consis- 
tent with that intent, all through 2005 news 
releases coming out of the association were 
about friendly soccer matches and badmin- 
ton tournaments. 

But things are never so simple in China. 
The association underwent a quiet trans- 
formation in March and April 2006 that 
brought its potential as a control mecha- 
nism to the forefront. Chinese leaders in- 
tensified their focus on Internet censorship, 
as signaled by Party Secretary Hu Jintao’s 
campaign for a “civilized Web” and top pro- 
paganda official Li Changchun’s tour of 
Beijing’s leading Web sites. 

On April 9, 2006, just days after Mr. Li’s 
inspection tour, 14 BAOM members, includ- 
ing Yahoo! China, issued a “Proposal for a 
Civilized Web”—a pledge to censor their 
content in line with Communist Party de- 
mands. The proposal was followed on April 
12 by a “pact of self-discipline” signed ini- 
tially by close to 40 association members. 
Official media characterized this as a push 
to eradicate “pornographic and violent” 
content. In the following weeks, more than 
200 discussion forums were shut down and 
1.5 million Web postings expunged. 

These acts of “self-censorship” drew 
some fire outside China. But a more worri- 
some, perhaps unprecedented, trend went 
unnoticed, BAOM, an ostensible profession- 
al association, was invested with policing 
powers and transformed into a more direct 
organ of state media censorship. 

On April 13, 2006, the Beijing Internet 
News and Information Council was formed 
within BAOM to enforce the terms of the 
self-discipline pact. It had the power to is- 
sue notices exacting public apologies from 
offending association members, make for- 
mal referrals to government authorities 
and force “immediate corrections.” The 
same day a notice went out to the public: 
“We are seeking volunteers to take part in 
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the work of monitoring the Internet. Mon- 
itors will be charged with providing leads 
on undesirable information to the Beijing 
Association of Online Media.” 

According to Min Dahong, a retired ac- 
ademic and Web expert who now serves as 
director of the Beijing Internet News and 
Information Council, the “volunteer” re- 
ports are not the council’s responsibility. 
Nevertheless, a press release from BINIC’s 
most recent session on Sept. 12, which or- 
dered Web sites to strictly control user-gen- 
erated online spoofs poking fun at the 2008 
Olympic Games, said BAOM’s team of online 
monitors should “add this type of undesir- 
able information to the scope of their work 
over the next year.” 

It is clear, however, that BAOM is run 
directly by propaganda officials at the 
Beijing Internet Information Administra- 
tive Bureau, an office under the city’s pri- 
mary agent of Web censorship, the 
Information Office of the Beijing Munici- 
pal Government. The recent RSF report on 
Internet censorship in China detailed bans 
issued by Chen Hua, deputy director of the 
Beijing Internet Information Administra- 
tive Bureau and a key figure at BAOM. 

Gao Gang, a Chinese journalism pro- 
fessor listed on BAOM’s official Web site as 
a “standing director,” referred a request 
for more information on the group to 
“Chen Hua of the organization.” Mr. Chen 
never granted an interview, but a cordial 
e-mail response on September 20, 2007, 
made his dual roles clear: 


I’m happy to receive your letter, and I 
thank you for your interest in this top- 
ic. I’m really very busy lately, but I’ll 
consider how I can provide informa- 
tion and get back to you. 

Regards, 

Chen Hua 

Beijing Municipal Internet 

Information Administrative Bureau 

Beijing Association of Online Media 
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The use of “volunteers” to control Chi- 
na’s Internet can be traced back to 2005, 
when a number of local governments mo- 
bilized online commentators, or wang ping 
yuan, to monitor online content. Recogniz- 
ing the need to more actively guide online 
public opinion, authorities in Jiangsu prov- 
ince began paying “volunteers” on a free- 
lance basis for postings favorable to the 
leadership. 

For each posting expressing party 
guidance in response to unfavorable infor- 
mation on the Web, authorities paid five 
mao, or roughly seven cents. The strongly 
ideological postings were easily recogniz- 
able to ordinary Web users, who coined 
the term “five mao posting.” 

According to a Hong Kong-based main- 
land Internet expert who asked to remain 
anonymous, BAOM’s use of “volunteers” is 
a further innovation of these local Web 
control schemes. The expert called the use 
of industry associations for Web policing 
a “fourth tier” of Internet censorship, on 
top of user self-censorship, corporate com- 
plicity and government legal and propa- 
ganda controls—all of which are backed by 
the comprehensive filtering system known 
as China’s “Great Firewall.” 

“We can say this fourth layer is a flex- 
ible form of control carried out by an orga- 
nization with government backing and a 
civic identity pushing industry self-disci- 
pline. The government gives them money 
and authorizes them to handle cases ac- 
tively, but it looks on the surface like a civ- 
ic organization, a professional association,” 
the expert says. 

Zhan Jiang, a journalism professor at 
the China Youth University for Political 
Sciences, said the use of industry associa- 
tions to police Web content allows party 
leaders to “take a step back” from censor- 
ship actions. “It seems not to be official, 
but actually it is. This allows them to keep 
up appearances internationally,” Mr. Zhan 
said. it 
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Is Wal-Mart 
Good for Asia? 


by Greg Rushford 





ALK ABOUT BIG. Wal-Mart 
Stores Inc., headquartered 
in rural Bentonville, Ar- 
kansas (population 29,000), 
is the world’s largest corpo- 
ration, with annual revenues approaching 
the $350 billion range. Wal-Mart’s reve- 
nues are larger than the combined GDPs of 
Hong Kong and Malaysia. Wal-Mart im- 
ported about $27 billion in merchandise 
from China last year—about the same as did 
Singapore. What began 45 years ago when 
hillbilly entrepreneur Sam Walton launched 
a no-frills mom-and-pop discount store in 
a remote corner of the American south, 
now is a corporate empire that spans the 
globe. In the United States, Wal-Mart di- 
rectly employs a workforce of about 1.4 mil- 
lion so-called “associates” who work in 
4,000-plus Spartan big-box stores. Another 
550,000-plus workers are found in 3,010 
Wal-Mart-owned international outlets that 
serve some 49 million customers from São 
Paulo to Shenzhen, the site of one of 192 re- 
tail outlets in 34 Chinese cities. Wal-Mart 
also controls 394 Seiyu discount stores 
throughout Japan and is planning to move 
into India in 2008. The world has never 





seen a corporation quite like the hardscrab- 
ble beast from Bentonville—which has a 
passion for secrecy that is almost cult-like, 
and is so famously pennywise that it boasts 
that its executives fly economy and share 
hotel rooms when traveling. 

As any casual reader of newspapers 
would know, opinions differ greatly as to 
whether that beast has economic beauty. 
There’s a sort of yin and yang as one begins 
to sort out the criticisms. The contradic- 
tions begin with those decidedly down- 
scale big-box stores, which are to beauty 
what Josef Stalin was to architecture. Wal- 
Mart is the economic and cultural opposite 
of ritzy retail outlets such as Japan’s Mit- 
sukoshi, where wealthier shoppers along 
the Ginza don’t mind paying extra for frills 
like those unnecessary-if-charming female 
employees who bow courteously to shop- 
pers as they step into elevators. To some on 
the conservative end of the economic spec- 
trum, Wal-Mart is an inspiring entrepre- 
neurial success story, its ruthless 
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price-cutting a model of Adam Smith’s be- 
neficent invisible hand. To liberal champi- 
ons of the poor, Wal-Mart personifies the 
wonders of a global marketplace that deliv- 
ers low-priced goods to grateful consumers 
who will never see the insides of a Shang- 
hai Tang or Mitsukoshi. But to others who 
consider themselves liberals, Wal-Mart is 
an arrogant, union-busting employer that 
refuses to pay its own employees, many of 
whom don’t even have health insurance, 
decent wages. Still other critics accuse 
Wal-Mart of exploiting hundreds of thou- 
sands of anonymous poor workers who 
work in the sweatshops in some of the 
poorer parts of the world—especially Asian 
countries like China, Bangladesh and the 
Philippines—that churn out all those cheap 
toys, clothing and so forth. To some of the 
corporation’s more energetic cyber critics 
who inhabit the blogosphere, Wal-Mart is 
a hated capitalistic “Satan.” Beyond the 
fringes, the growing chorus of Wal-Mart 
sentiments have now reached the main- 
stream of American politics, where anti- 
globalism sentiments are on the rise: all 
seven Democratic aspirants to the U.S. 
presidency are currently busy wooing 
union audiences by running against Wal- 
Mart and the globalization it stands for. So 
how to sort out the “truth”? 


The Truth About Wal-Mart 


PERHAPS IT IS a loose combination of “all 
of the above.” While Wal-Mart is certain- 
ly not satanic, neither is it—or any “soul- 
less” corporate behemoth that is designed 
to keep its greedy eyes on the bottom line, 
for that matter—always saintly. For in- 
stance, after years of foot-dragging and 
denials, Wal-Mart has recently been 
praised by critics like Andrew Stern, the 
president of the Service Employees Inter- 
national Union, for taking steps to provide 
health insurance to more of its employ- 
ees—yet less than half of the corporation’s 


U.S. work force is covered. Is this glass half 
full, or half empty? 

Wal-Mart is often accused of exercis- 
ing what antitrust theorists call call “mon- 
opsony” purchasing power, squeezing its 
suppliers for ever-lower prices until they 
go out of business. The blogosphere is full 
of accusations, for example, that Wal- 
Mart’s relentless cost-cutting pressures in 
the late 1990s eventually drove Vlasic 
Pickles into bankruptcy. Yet that story 
doesn’t check out. As recounted in author 
Charles Fishman’s The Wal-Mart Effect, an 
often-critical history that detailed Wal- 
Mart’s rise from mom and pop to an eco- 
nomic superpower, Vlasic was indeed 
pressured mercilessly to cut its prices for 
gallon jars of pickles, to the extent that 
profits were barely a penny a jar. But Mr. 
Fishman added that when Vlasic went into 
Chapter 11 bankruptcy proceedings in 
2001, it’s dealings with Wal-Mart were not 
“by any reason, the cause.” Today, Vlasic, 
out of bankruptcy, is part of a food con- 
glomerate that is owned by the Blackstone 
private-equity group—and Vlasic pickles 
are still on Wal-Mart’s shelves, where they 
compete with other brands, some of which 
are priced even lower. 

Indeed, Wal-Mart’s aisles are filled with 
products made by corporate giants, includ- 
ing famous brands like Pfizer’s Listerine, 
Kellogg’s Special K cereal, Procter & Gam- 
ble Co.’s Crest toothpaste, Johnson’s Baby 
Lotion, Gillette Razors and Bayer vitamins. 
Consumers should be delighted that Wal- 
Mart is on their side, squeezing the big 
players in a competitive marketplace, turn- 
ing profits by offering lower prices to con- 
sumers. If it is true that hard-nosed 
capitalistic competition, viewed up close, is 
never pretty, it is also true that the end re- 
sult can serve an economic public good. 

Another sign of a highly competitive 
marketplace working as it should is in the 
flat-panel, state-of-the-art televisions that 
Wal-Mart offers at extremely low prices. 
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On Nov. 23, the famous annual “Black Fri- 
day” day of incredible sales after America’s 
Thanksgiving holiday—-so named because 
of the profits generated by sales—Wal- 
Mart offered a Polaroid 32-inch liquid 
crystal display flat-panel television for 
$448 (at least a $100 discount), and a 42- 
inch Polaroid for $798 (a whopping $400 
discount). Both televisions were made in 
China. Eager shoppers were standing in 
lines at 5:00 a.m. to snap up the bargains. 

The story of those Wal-Mart televi- 
sions has some politics. In 2003, a small 
U.S. company based in Greeneville, Ten- 
nessee named Five Rivers Electronic In- 
novations LLC brought an antidumping 
case that targeted television sets that were 
being imported from China and Malaysia 
by Wal-Mart. It wasn’t difficult to see the 
economic flaws in the case. Five Rivers ac- 
tually made cabinets, and was buying its 
color picture tubes, printed circuit boards 
and other electronic components from 
places like China and putting them togeth- 
er in television sets for companies like 
Samsung. Nevertheless, the Tennessee as- 
sembler persuaded compliant U.S. anti- 
dumping officials to slap tariffs on the 
Chinese picture tubes. As cathode tubes 
were quickly being supplanted by modern 
flat-panel Lcps, the tariffs didn’t have 
much practical effect. Five Rivers has ex- 
ited the business. And on Black Friday last 
month, one of the hottest items on sale at 
the Greenville, Tennessee Wal-Mart was 
... flat-panel televisions from China. 

In the course of researching this arti- 
cle, I spent time in various Wal-Mart out- 
lets in poor towns in the U.S. South, 
observing shoppers who looked like they 
didn’t have a dime to spare. I also visited 
an Asda supermarket in London’s gritty 
East End (Wal-Mart owns that British re- 
tail chain), and saw the looks in the eyes of 
obviously struggling Muslim immigrants 
and poor Britons looking for bargains. 
There is a moral lesson here that the critics 


seem to gloss over. Saintly or not, the beast 
from Bentonville does give needy consum- 
ers a (much-deserved) break. 

Alas, the story—and legitimate con- 
cerns—don’t quite end here. Wal-Mart’s 
critics quickly retort that these consumer 
savings come with a price tag that is taken 
off the hides of poor, often exploited, Asian 
workers who make the cheap blue jeans. 
Indeed, the criticisms don’t just come from 
the antitrade crowd. There is widespread, 
if understandably muted, agreement inside 
the rag trade that the criticisms are reason- 
able. While everyone in the clothing indus- 
try has to worry about sweatshops, 
Wal-Mart’s extreme cost-cutting business 
model appears to give the company’s con- 
tract suppliers incentives to cut costs by 
the usual sweatshop methods: refusing to 
pay statutory minimum wages, demanding 
excessive overtime hours and then cheat- 
ing their workers out of overtime pay, se- 
cretly subcontracting parts work out to 
children, and otherwise skirting interna- 
tionally accepted labor practices, Wal- 
Mart claims to be on top of the problems, 
but there is ample room for doubt. 

One doesn’t even have to visit a factory 
to understand the suspicions. On last 
month’s Black Friday sales, the Wal-Mart 
supercenter that I visited in rural Virginia 
had advertised some Asian-made denim 
jeans for only $7.50. These were quickly 
snapped up by the 5:00 a.m. crowd. Stroll- 
ing through the aisles later that morning, 
I saw $9 women’s Chinese-made blue 
jeans, along with $7.84 children’s blue 
jeans, which were made in Swaziland. 
There were also $10 shirts from Bangla- 
desh, and some Chinese-made sweaters 
that were going from $7.92 to $9.00. Even 
some ardent advocates of free trade in the 
clothing industry who were interviewed 
for this article said such prices made them 
uneasy. Said one insider, who asked not to 
be identified by name: “Wal-Mart claims 
that these are not loss leaders. Well, if 
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that’s true, imagine the costs of the denim, 
the zippers, the buttons, the shipping 
costs, the store overhead, and there cer- 
tainly isn’t much room left over to pay for 
the costs of labor. I love free trade, but this 
makes even me uncomfortable.” 

Here’s where the corporate passion for 
secrecy enters the story. Wal-Mart’s Web- 
site boasts that the company is the biggest 
corporate philanthropist in America. In- 
deed, the company and its foundation re- 
port that they gave more than $300 million 
in charity to some 6,700 world-wide com- 
munities. The company is eager to publi- 
cize its giving, particularly that aimed at 
showing its more saintly side to its liberal 
critics—a $1 million grant to the Congres- 
sional Black Caucus Foundation, an equal 
amount to a medical college center to sup- 
port research into “minority women’s 
health issues,” assistance to small-scale 
farmers and indigenous peoples in Brazil’s 
rain forests, etc. But when asked about 
whether Wal-Mart’s global-sourcing mod- 
el encourages sweatshops, the spinmeis- 
ters say the company has “zero tolerance” 
for abuses—and then clam up when asked 
for details. 


The End of the Production Line 


EARLIER THIS YEAR, there were various 
newspaper accounts of labor strife at the 
Korean-owned Chong Won Fashion, Inc., a 
Wal-Mart supplier of T-shirts, pants and 
baby blouses in Rosario, Cavite, a gritty 
Philippine town a bumpy two-hour drive 
outside of Manila. When I asked Wal-Mart 
officials for their side of the story, spokes- 
man Kevin Gardner referred me Verité Inc., 
a respected Amherst, Massachusetts-based 
nonprofit firm that specializes in fact-find- 
ing “social-compliance” audits of overseas 


clothing factories, and had investigated the 
situation for Wal-Mart. But when I called 
Verité officials, I learned that Wal-Mart 
had instructed not to discuss what they had 
found. When I asked why he would do that, 
Mr. Gardner said in an e-mail that Wal- 
Mart would not be “participating” in “this 
story opportunity.” 

Little wonder. When I visited Rosario 
in July, I heard a sad story. Chong Won had 
folded, after a long struggle with workers, 
who said they had earned two or three dol- 
lars a day and had been pressing for a bet- 
ter deal since the mid-1990s. I was told 
how the company would offer a one peso- 
per-day raise for each year they worked. 
As one peso—depending upon varying ex- 
change rates—is worth pennies, it could 
take perhaps 40 to 50 years to get a raise 
of $1 dollar a day. And to avoid even that 
prospect, Chong Won hired many of the 
factory’s workers, which at one time num- 
bered about 1,000, as five-month contract 
employees. This is a familiar Philippine 
story, as contract workers are fired the day 
before their sixth month, thus allowing 
the employers to avoid paying legally re- 
quired benefits such as health care. Often, 
contract workers are shifted to another 
factory for another five-month stint, or are 
even rehired immediately for another five 
months in the same place. The one word 
for this is: exploitation. 

Since 1994, Chong Won workers had 
been trying to form a union, hoping to ne- 
gotiate a collective bargaining agreement. 
But the organizing efforts had been vigor- 
ously suppressed by the factory manage- 
ment, which paid scant heed to the 
Philippine freedom of association laws. 
Persisting, Nagkakaisang Manggagawa ng 
Chong Won, as the union calls itself, man- 
aged to win a certification election in 2004. 
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That’s when the management got really 
tough. The union’s president, a determined 
46-year-old woman named Ressurecion 
Ravelo, told me how she had been trans- 
ferred from the sewing lines and forced to 
be a trimmer, where she had to stand all 


day. When the intrepid Ms. Ravelo, who | 


might reach 5 feet if she stood on her tip- 
toes, further complained, she was made to 
work in a room that lacked ventilation. 
The upshot was that Ms. Ravelo and her 
colleagues went on strike in September 
2006. All 119 members of her union were 
promptly fired, and the factory, which by 
then was down to a few hundred other 
contract workers, ceased operations. Ms. 
Ravelo said she had written to Wal-Mart 
officials, but that her letters had not been 
answered. After reports of the labor un- 
rest hit the newspapers, Wal-Mart re- 
tained Verité to try to figure out how the 
situation might be salvaged. 

A leaked copy of Verité’s report to Wal- 
Mart, which was completed on March 26, 
2007, essentially confirms the workers’ al- 
legations. Verité recommended that Wal- 
Mart guarantee to keep buying clothes 
from Chong Won, provided the Korean 
owner would refrain from further illegal 
union-busting activities, and rehire the 
fired workers, with back pay (as provided 
by Philippine law). Wal-Mart apparently 
accepted the recommendations, but by then 
Chong Won had gone out of business, 
changing its name to C. Woo Trading 
(which presumably could reopen in anoth- 
er location, another familiar sweatshop tac- 
tic in poor Asian countries). By whatever 
corporate name, the Korean executives de- 
clined to respond to requests to be inter- 
viewed for this article. 

The now-unemployed former Chong 
Won workers I interviewed said they 
weren’t really angry with Wal-Mart, just 
disappointed that the company hadn’t 
been more aggressive earlier to keep their 
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factory in operation. “Wal-Mart did too 
little, too late, to save our jobs,” Ms. Rav- 
elo told me. 

Meanwhile, back in the U.S., Wal-Mart 
is being criticized on the 2008 presidential 
campaign trail for providing too many jobs 
to Asians. Current Democratic frontrun- 
ner Sen. Hillary Clinton has called Wal- 
Mart’s existence “a mixed blessing.” Ms. 
Clinton has returned Wal-Mart campaign 
contributions and said the company’s busi- 
ness practices raise “serious questions 
about the responsibility of corporations.” 
She has vowed that, if elected, to name a 
“trade prosecutor” to take “tougher stan- 
dards” on imports, particularly imports 
from China. Candidate Barack Obama, a 
senator from Illinois, has sought union 
votes by asserting that “people don’t want 
a cheaper T-shirt if they’re losing a job in 
the process.” Mr. Obama recently was 
quoted as telling a New York City audience 
that some American workers “now com- 
pete with their teenagers for minimum- 
wage jobs at Wal-Mart because their 
factory moved overseas.” Former Sen. 
John Edwards has not only campaigned 
against Wal-Mart and the globalization it 
stands for, but has staffed his campaign 
with anti-Wal-Mart activists. 

Problem is, the political critics often 
have their own contradictions. Ms. Clinton 
is a former director of Wal-Mart. Mr. Ed- 
wards owned Wal-Mart stock before he ran 
for national office. And Mr. Obama’s wife, 
Michelle Obama, was associated with a 
company that supplies Wal-Mart with pick- 
les, until she resigned earlier this year when 
the association raised questions. 

Perhaps, whatever one thinks about 
Wal-Mart, the greater cause for concern is 
with the double standard associated with 
politicians who want to become president 
of the world’s economic superpower by 
pandering for antiglobalist votes against 
America’s No. 1 employer. W 
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Retaining the Loyalty 
Of Xinjiang’s Hans 


by Paul Mozur 





N THE BOOMTOWN of Ko- 
rla, two hours south of 
Urumdi, groups of Han 
Chinese immigrants hud- 
dle outside the train sta- 
tion ticket office each night, waiting for 
the morning to return home, or travel else- 
where in Xinjiang looking for work. Most 
have come out west to find temporary 
work on farms run by the Bingtuan, the 
quasimilitary organization responsible for 
much of the infrastructure and agricultur- 
al development in the Xinjiang Uighur Au- 
tonomous Region. Some will eventually 
settle as Bingtuan farmers or employees. 
While accurate statistics on the flows of 
these immigrants are lacking, experts be- 
lieve they are increasing. In 2004, Xinji- 
ang First Party secretary and member of 
the Politburo, Wang Lequan, admitted 
that as many as one million migrants come 
to Xinjiang each year for seasonal work, 
and some decide to stay on permanently. 
The Bingtuan, more formally known as 
the Xinjiang Production and Construction 
Corps., is in many ways a relic of the past. 
It is one of the last vestiges of communal, 
state-owned farming in China, and is heav- 





ily subsidized as a way to maintain control 
over the frontier region. Formed in 1954 
when approximately 104,000 soldiers of the 
People’s Liberation Army were transferred 
into the civilian-militia company to protect 
the borders and reclaim and develop land, 
today its members number roughly 2.5 mil- 
lion (roughly 1 in 7 residents of Xinjiang are 
in the Bingtuan), and it reports directly to 
Beijing, instead of the provincial govern- 
ment. Most of the Han Chinese in Xinjiang 
have the Bingtuan to thank for bringing 
them or their parents to the region. 

Many of the children or grandchildren 
of original settlers have moved off the 
farms to take advantage of Xinjiang’s bur- 
geoning economy—which outpaced Chi- 
na’s unprecedented economic growth 
between 1978-2000 with a GDP increase of 
10.3% per year versus China’s 9.5%. Today 
Xinjiang’s economy has slowed in compar- 
ison to the nation as a whole, but stands 
out in comparison to other western prov- 
inces. In Korla, for instance, the domi- 
nance of the Bingtuan is eroding. Next to 
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Migrant workers wait near the Hami train station in Xinjiang. Every 
year more than a million come to work here. Many choose to stay. 


the Kongque River stands a neighborhood 
of gleaming new buildings, testament to 
the city’s newfound oil wealth. PetroChina 
has created an operational center here on 
the edge of the Tarim Basin as a spring- 
board for exploration and production. 

Nevertheless, the Bingtuan will contin- 
ue to play no small part in this impressive 
growth. In the desert just outside town, 
channels carry water from the Kongque 
River to supply many Bingtuan farms. 
Without the continued construction of ir- 
rigation, roads and settlements by the Bing- 
tuan, Xinjiang, which comprises one-sixth 
of China’s land area and contains some of 
the world’s harshest terrain, would lack the 
low-level infrastructure to support the en- 
ergy investment that is now pouring into 
the region. 

The migrant workers are responsible 
for the “red and white” mainstays of the 
Xinjiang economy: tomatoes and cotton. 
The Bingtuan is expected to produce 1.2 
million tons of cotton this year (roughly 
15% of China’s yearly output) and has be- 
come one of the world’s largest producers 
of tomato products. But the Bingtuan’s ag- 
ricultural and infrastructure successes 
hide a darker side of the development pro- 
cess in Xinjiang. 

Wealth in Xinjiang remains divided 
along ethnic lines, with the region’s Ui- 
ghurs and other minorities, playing only a 
small part in the region’s development. 


EYEPRESS 


With a growing population of more than 
eight million, the Muslim Uighurs are Chi- 
na’s largest ethnic minority, and according 
to the 2000 census they make up 45% of 
Xinjiang’s population of 18.5 million, while 
Han comprise 41%. 

However, demographics were not al- 
ways so balanced. While Xinjiang has been 
under Chinese control several times 
throughout its history, most notably dur- 
ing the Manchu Qing dynasty, the region 
never had much of a Han population. A 
1953 census reported Xinjiang’s popula- 
tion at 4.87 million, of which 75% were Ui- 
ghur and only 6% Han. 

Although the population of the Uighurs 
has increased at a steady rate, the story of 
population increase in Xinjiang is one of 
Han in-migration and at the center of Han 
in-migration is the Bingtuan. Moreover, 
since the fall of the Soviet Union the Bing- 
tuan’s role has changed from guarding 
China’s borders to stabilizing Xinjiang 
against internal threats. As Xinjiang ex- 
pert Nicholas Becquelin has written, “The 
Corps (Bingtuan) serves as a powerful col- 
onizing force, reclaiming land to settle new 
immigrants from interior parts of China... 
and consolidating territorial control.” 

While for Uighurs the Bingtuan repre- 
sents the increasing threat of cultural ab- 
sorption into China, for Hans it represents 
opportunity. On Farm 28, a Bingtuan farm 
just 20 kilometers outside of Korla, there 
is usually a labor shortage during the sum- 
mer and any migrant workers who come 
are welcome. Outside on the bustling main 
street of the farm—which more closely re- 
sembles a village—I meet several farmers 
who have come in the past 10 years, some 
who still farm while others operate small 
businesses. One Sichuan man who grows 
pears says, “This place is better than back 
home. Here you can make money, Xinjiang 
is big and there is land.” 

For many recent migrants Xinjiang is a 
land of opportunity, and the decision to 
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come here was one of simple economics. A 
man from Henan Province who owns a 
shop that sells agricultural products de- 
scribes the process of becoming a member 
of Farm 28: “When you are here you have 
to work hard to save some money to buy 
land and a house, and then you can register 
your hukou [residency] here. Then you be- 
come rich like us,” he and a small group of 
friends who have gathered around laugh. 

Most are the beneficiaries of Xinjiang’s 
relatively lax regulations involving regis- 
tering residency. They came out by them- 
selves and have since managed to bring 
their families, including their parents, out 
to live with them. The shop owner contin- 
ues, “Out here life is better, the schools and 
hospitals are better. And life is safer, there 
is so much violence back home.” 

The price tag for what has turned out 
to be the land of opportunity for some im- 
migrants is not cheap—some experts esti- 
mate that the Bingtuan is as much as 80% 
subsidized by Beijing. For now the invest- 
ment has paid off, as the government has 
relieved pressure in overpopulated regions 
like Sichuan and diluted the Uighurs ma- 
jority. But if Beijing has figured out a clev- 
er alternative to forced resettlement in 
Xinjiang, it has come at a cost the govern- 
ment is showing signs it is growing tired 
of paying. 


FARMER SURNAMED ZHANG, who 
asked me not to use his full name 
shivers and takes a slug from his 
glass of baijiu, a Chinese white liquor, pro- 
duced by a baijiu company that operates on 
Farm 28: “Nothing was the same 30 years 
ago, it was so bad. Before we didn’t have 
these types of houses, we lived in mud huts. 
And many people suffered from hunger.” 
Mr. Zhang tells me about his father, who 
fought in the Korean War and then came 
out to Korla from Henan Province after the 
worst years of the Great Leap Forward. The 
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presence of his father’s generation, the 
Bingtuan’s first generation, is waning. Of 
the 10,000 farmers on Farm 28, Mr, Zhang 
estimates 1,000 are retired, “but many have 
left or are already dead. Those who are still 
around are in their 80s but enjoying their 
good health,” he adds motioning with his 
glass of baijiu. 

Mr. Zhang continues, “now this place is 
good. We can make money and we have op- 
portunities. Everything is convenient, 
housing, food, transportation and shop- 
ping.” But Farm 28 is on the cutting edge of 
Bingtuan reform. It is one of the Bingtuan’s 
few privatized farms. Unlike other Bing- 
tuan-owned farms—where farmers are fre- 
quently forced to sell their products as 
much as 25% below the market price and 
taxes, many of which are not formally legal 
taxes but cuts taken by Bingtuan leaders, 
can be as high as 50% of earnings—taxes 
remain low and farmers are allowed to sell 
their products at market prices. 

In an apparent attempt to streamline 
the Bingtuan’s bureaucracy, Farm 29 is tak- 
ing over Farm 28. Mr. Zhang leans over the 
table in earnestness to explain the admin- 
istrative shuffle. “It is just like Hong Kong 
and China, one country but two systems. 
Here we have one tuan with two systems. 
Farms 29 and 28 merged to improve effi- 
ciency and lower costs. Now we have only 
one bureaucracy, we can reduce the cost. So 
although it is one farm, we have two poli- 
cies. For example, the land on this part can 
be sold, and the land on the original Farm 
29 can’t be sold,” he says. 

Ostensibly part of the Bingtuan’s new 
strategy to privatize and become profit- 
able, the administrative contradiction that 
unites Farms 28 and 29 is symptomatic of 
the Bingtuan’s conflicting goals. While 
Party officials agree that the Bingtuan is 
important (and experts and Party rhetoric 
alike agree that the Bingtuan will contin- 
ue to exist for the foreseeable future) it re- 
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For now, it seems the conflicting policies 
will continue. Dubbed an “enterprise air- 
craft carrier” by Bingtuan political com- 
missar, Chen Demin, the Bingtuan will 
allow the largely state-owned agricultural 
sector to anchor a platform from which it 
can launch its own companies listed on the 
Shanghai exchange—11 of these “aircraft 
carrier” companies have already listed, in- 
cluding Suntime International Group, Chi- 
na’s largest producer of wine, and Xinjiang 
Chalkistomato Co. Ltd., one of the world’s 
largest producers of tomato products. 

In a recent interview piece with the 
People’s Daily, Bingtuan Commander 
Zhang Qingli emphasized that “the Corps 
system can never replace a market econo- 
my. Only by combining the special nature 
of the Corps with the popularity of the 
market economy; accelerating institution- 
al and mechanical innovation; and push- 
ing forward market-oriented reform, can 
the Corps walk out of the doldrums and 
achieve leapfrogging development.” 

Night has fallen on Farm 28 and as I am 
getting into my cab to return back to Ko- 
rla, aman corners me and talks quickly 
about his divorce in a thick Henan accent 
before inviting me into his house to talk. 
Inside he tells me his divorce was for eco- 
nomic reasons and elaborates on why he 
lost money: “The Bingtuan government is 
a big mess. And we, the regular workers 
don’t know what to do. Some people get 
land and some don’t, and we don’t know 
why.” When I ask him why so many other 
farmers are so happy, he only grows more 
emphatic: “The government changes their 
policies very quickly, today they have one 
policy and the next day a different one.” 

While on Farm 28 he is one of few mal- 
contents, reports of corruption and incon- 
sistent governance are widespread. As Amy 
Kardos, a doctoral candidate at Cornell 
University who has interviewed Bingtuan 
members around Shihezi says, “many peo- 
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ple felt that the Bingtuan was a corrupt, 
bloated and inefficient institution that did 
not adequately reward it’s farmer base.” 

In September of this year the BBC re- 
ported that Bingtuan farmers under the 
control of the seventh division of the Bing- 
tuan in Ili, an area in the northwest of Xin- 
jiang, rioted when family members were 
beaten up during raids by the PLA to ensure 
farmers were not smuggling cotton to be 
sold on the free market. In response thou- 
sands of farmers attacked a police station, 
smashing doors and windows. Similar riots 
occurred in the same region in 2004 when 
taxes on land leases were raised 10%. 

The trouble is the Bingtuan retains its 
politically motivated, unprofitable goals of 
ensuring stability while being pushed to 
produce profits and the longer it remains in 
this limbo, the more it is likely to breed un- 
rest. As T. James Cliff from the Australia 
National University’s Contemporary Chi- 
na Centre says, “The potentially most 
damaging instability comes from within 
the Han population. Among the Uighurs 
it’s not a problem because the government 
can simply get rid of them. But among the 
Han, the idea is to have them stabilizing 
the place; you have to convince them that 
their best interests lie with, rather than 
against, the status quo.” 

In Xinjiang this point is often over- 
looked. The parallel systems of the Bing- 
tuan and the local government are in grave 
misalignment. The discontent on the farms 
has been minimized because many new la- 
borers are basking in the comparative eco- 
nomic benefits gained by coming to work 
on Bingtuan farms. But as investment 
pours into resource extraction and private 
farms in the region thrive, Bingtuan offi- 
cials will be forced to consider turning 
over its massive and costly infrastructure 
to individuals or face more discontent 
from the very population which is sup- 
posed to be the bedrock of stability. IW 
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Korea Inc. 
Looks for a New CEO 


by Michael Breen 





HEN SOUTH KOREANS go 
to the polls to elect anew 
president Dec. 19, a sim- 
ple question will cut 
through the ideological 
and regional loyalties that dominated vot- 
er behavior in previous polls: Which man— 
all 12 candidates are men—will make the 
best CEO for Korea Inc? In other words, 
Koreans will want to know who is most 
likely to improve their lot. Yet most candi- 
dates have failed to grasp this. 

The ruling camp hopeful, the United 
New Democratic Party’s Chung Dong- 
young, a former television news anchor and 
minister of unification, is fielding a poster 
of two children kissing his cheeks and try- 
ing to persuade people that they should 
care about constructive engagement with 
North Korea. He’s running neck and neck 
with a former prime minister and Supreme 
Court judge, Lee Hoi-chang, who entered 
the race late as an independent and is trying 
to convince voters that it’s all about being 
tough with North Korea. Neither Mr. Chung 
nor Lee Hoi-chang has half the support of 
the candidate for the main opposition 
Grand National Party, Lee Myung-bak. 
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Mr. Lee Myung-bak was the chief ex- 
ecutive of the construction affiliate of the 
nation-building Hyundai Group and can 
read a balance sheet. Moon Kook-hyun— 
the other businessman in the contest—is 
running fourth. His Creative Korea Party, 
created after the last parliamentary elec- 
tion and therefore has no seats, has come 
out of nowhere. Normally such a figure 
would be among the oddball candidates 
collectively picking up less than 1% of the 
votes. 

But while Mr. Moon has no chance of 
winning, his business credentials give 
credibility. The former ceo of Yuhan-Kim- 
berly—a joint venture between a Korean 
pharmaceutical and chemical group and 
United States-based Kimberly-Clark, the 
producer of Kleenex and Huggies—Mr. 
Moon has 7.9% of popular support accord- 
ing to a Nov. 25-27 survey by the daily 
JoongAng Ilbo published Nov. 29. 

The same poll has Mr. Lee Myung-bak 
at 41.7%, still way ahead of his closest ri- 











œw» Mr. Breen has worked tn Seoul for 25 years as 
a journalist, writer and business consultant. He 
is the author of The Koreans and Kim Jong-il: 
North Korea’s Dear Leader. 
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Frontrunner Lee Myung-bak, who has won over voters with his 
practical and determined attitude, campaigns in Cheonan on Nov. 28. 


vals, who are both around 15%, but down 
from 54.2% recorded a month earlier. That 
dip was caused partly by the arrival of the 
other Mr. Lee, who was the candidate for 
the Grand National Party in the previous 
two presidential elections, and also due to 
uncertainty over a scandal in which a for- 
mer business partner is accusing Lee 
Myung-bak of fraud. It is also evidence that, 
on the business front, Mr. Moon is the most 
qualified. His experience managing a con- 
sumer-goods joint venture is more relevant 
to the lives of modern Koreans than Lee 
Myung-bak’s tenure in the 1970s and 1980s 
at the helm of the Hyundai shock troops 
who perhaps more than any other workers 
gave Koreans their reputation for diligence 
and their “can-do” spirit. 

But while Mr. Moon is a newcomer to 
politics, Lee Myung-bak is the candidate of 
an established party, has been a lawmaker 
and from 2002-06 was the highly popular 
mayor of Seoul. It was in this job that he 
brought his Hyundai experience to bear 
when he demolished an elevated express- 
way and ripped up a 5.8 kilometer stretch 
of road covering what was once a rancid 
stream running through the center of the 
capital and almost miraculously trans- 
formed it into something green. In doing so, 
he bulldozed the naysayers out of the way 
and transformed the city center. When the 
stream was opened in September 2005, 
hundreds of thousands of Seoul citizens 


flocked to see it. Yes, they knew its author 
had a big ego and that the project was his 
way of saying, “If I can do this here, think 
what I can do as president.” But what 
amazed them was that a political leader had 
accomplished an economic feat which was 
not designed to make the nation strong, but 
simply to make their lives more pleasant. 
Until then, it seemed, improving the stan- 
dard of living was a by-product of econom- 
ic growth. Now, the electorate feels it must 
be the objective. A recent survey by Cheil 
Communications, the country’s largest ad- 
vertising agency, found a marked drop in 
interest in political and social issues, and 
more concern about feeling happy, getting 
rich and looking good. 

In meeting this change, whoever is 
elected will face a number of issues over 
the next five-year presidential term. 

North Korea remains a concern, but af- 
ter almost 10 years of off-on engagement, 
South Koreans have become rather disin- 
terested. Of greater concern to most Kore- 
ans is how the country can position itself in 
the face of a rising China. Government ex- 
perts and business leaders have been talk- 
ing about an economical sandwich between 
high-end Japan and low-end China for 15 
years. Now the sandwich has become a 
vice-grip. As China gets better doing what 
Korea does—autos, shipbuilding, electron- 
ics—the vice is tightening. The fear is that 
Korea will be crushed. 

Businesses have been responding by 
rushing offshore, and especially into Chi- 
na. But many in Korea still fail to grasp 
what is happening. In the country’s devel- 
opment phase, the purpose of companies 
such as Samsung, Hyundai, LG and Dae- 
woo was nation-building. Now Korean 
companies, like the counterparts in many 
countries around the world, are driven by 
the need to increase shareholder wealth. 
Many outside business instinctively feel 
that the Samsungs and LGs still serve the 
nation. What they fail to appreciate is they 
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are not moving into foreign markets to 
save the nation, but for corporate survival. 
Thus while Korean companies go abroad, 
giving jobs to foreigners and paying taxes 
to foreign governments, foreign compa- 
nies coming in may still be viewed with 
suspicion by many Koreans because they 
are “only motivated by making profit.” 

A few years ago, government experts 
decided that, to survive, Korea should be- 
come a regional logistics and research and 
development hub. The idea of being a re- 
gional financial center was suggested by 
foreign financial players and added to the 
strategy. Businesses and media fell into step 
with government thinking and “hub” be- 
came the fashionable word of the day. 

But several years later, Korea is not a 
logistics hub. It is not an R&D center. Nei- 
ther is it a regional financial center, Fur- 
thermore, it doesn’t look as if the country 
is even starting to become any one of these 
three. The explanation comes down to a 
nationalistic and defensive way of think- 
ing that is so deeply ingrained that it is 
shared by the frontrunners and unlikely to 
change. That way of thinking has two ba- 
sic ideas: One is government must take the 
lead in the economy and the second is that 
Korean firms must be competitive and 
even take a leading position in any hub 
that is centered in Korea. 

The reason these ideas are hard to 
change is because until now they worked so 
well. Korea developed in 40 years from a 
“bullock-cart economy,” as one American 
official described it in the late 1940s, to ad- 
vanced nation status under government 
leadership. The government decided on the 
industries to go into and pushed the con- 
glomerates in the direction it wanted. Ko- 
rea looked like a capitalist country, but in 
many ways, given such controls and owner- 
ship, it was centrally planned. 

What the new government must learn 
to do is set a vision, create the right legal 
infrastructure—and then sit back and allow 


it to happen. In other words, let the market 
work. As the Hyundai man and wizard 
mayor of Seoul, Lee Myung-bak is hardly 
likely to take such a position. His approach 
is build-it-and-they-will-come, as typified 
by another of his projects as Seoul mayor, a 
development called the Seoul International 
Finance Center. In this vein, he has prom- 
ised to build a canal the length of the coun- 
try, from Busan to Seoul, saying it will 
reduce transportation costs. The issue of 
Korean businesses having to dominate ex- 
plains why government has dragged its feet 
making the necessary regulatory changes 
for Korea to be a financial center. While 
outsiders assume the idea is for Korea to be- 
come a real financial hub like Singapore, 
the Korean bureaucrat, implementing pol- 
icy and interpreting regulations, still be- 
lieves his job is to make sure Korea has the 
advantage which means ensuring Korean 
companies are in a competitive position. 

Thus, as Korean players like Shinhan 
Bank, KB, and Mirae Asset Management go 
from strength to strength, fear of foreign 
players will ease. The main reason that for- 
eign private equity funds have been unfair- 
ly targeted in recent years by prosecutors, 
regulators, tax officials, lawmakers and 
media—in short, by the leadership of Korea 
Inc.—is simply because there were no Ko- 
rean private equity funds until recent legal 
changes made them possible. 

Another important area if Korea is to 
become a truly market-driven economy of 
advanced nation status concerns the rule of 
law. Respect for law is low because tradi- 
tionally it was used by the powerful to dis- 
advantage the weak. A 2002 World Bank 
Rule of Law index put Korea 8th from the 
bottom among OECD member states, below 
Hungary and above Italy. In the past, po- 
litical power maintained a form of equilib- 
rium. Not so long ago, when prosecutors 
descended on someone’s home, the victim 
would call a friend in the presidential Blue 
House before contacting his lawyer. 
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A historical, if unsung, achievement of 
the current president, Roh Moo-hyun, has 
been to limit presidential authority by re- 
moving executive controls over prosecu- 
tors. (However, he has failed to limit their 
powers of investigation, or curb their abu- 
sive techniques.) In what seems like a re- 
markable development in egalitarian Korea, 
perceived public opinion, as expressed 
through the media and by civic groups, has 
moved to some extent into the vacuum cre- 
ated by the departure of authoritarian pow- 
er. Thus not only will prosecutors investigate 
cases, but also decision makers will decide, 
according to a perception of what “the peo- 
ple” want. What Koreans call the unwritten 
Law of Public Sentiment takes precedence 
over actual law. Foreign private equity 
funds walked into this buzz saw when the 
press reported that, as they were registered 
in tax havens, they were getting away with- 
out paying taxes. 

This environment of vague national vi- 
sion, whimsical regulators and weak law is 
conducive to the corruption, tales of which 
fill the daily newspapers. In fact, there is 
such a merry-go-round of corruption that 
it is hard to imagine it ever stopping. Every- 
one criticizes conglomerates which come 
under fire for entertaining and giving gifts 
to regulators, politicians and journalists, 
when they know that, if they didn’t, their 
business would suffer. Again, none of the 
presidential candidates seem to have a grip 
on the corruption question. 

Education remains a perennial problem 
in Korea. Life for youngsters in Korea is a 
build up to a multiple-choice-type univer- 
sity-entrance examinations which seems to 
only test how well a student has memorized 
reams of facts. By their last year of high 
school, most are sleeping four hours a night. 
The irony is that this wrecking of child- 
hood years is all for a higher education ina 
system whose standards are, academically- 
speaking, shockingly low. Seoul National 
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University is the only Korean institution in 
this year’s Times Higher Education Supple- 
ment World University Rankings 2007, 
coming in joint 51st place with the Univer- 
sity of Texas, behind one Singaporean, 
three Japanese and three Chinese colleges. 
The other Korean universities are nowhere 
in the international league tables. The 
country spends more than any other OECD 
nation on extracurricular learning and 
hundreds of thousands of school kids, not 
just university students, are going overseas 
for a proper education. 

The three leading candidates all agree 
that government should interfere less and 
allow schools more autonomy. Whether 
that means much remains to be seen. Edu- 
cation reform has been on the cards for 
years, but so far, governments have only 
tinkered at the edges. 

Such problems combine to create a low 
level of trust in leaders and institutions. 
Each of the country’s four democratically 
elected presidents in the last 20 years has 
experienced a similar journey in terms of 
popularity through his single, constitu- 
tionally limited, five-year term. Immedi- 
ately after the election, popularity has 
been high. Many who voted for losing can- 
didates felt they made a mistake, as if the 
idea were to guess the winner, and 
switched their support to the new presi- 
dent. Then a scandal or two followed bya 
failed policy or two, has ensured that by 
the last year, the president’s own party 
forces him to give up party membership to 
stop him from “interfering” in the choice 
a candidate. 

The presidents have only had them- 
selves to blame for this. Each has giddily 
surfed that initial wave of popularity and 
overpromised. What the new man needs to 
do is articulate a new vision of the presi- 
dency which identifies its limitations. He 
needs to be what the people need, which is 
a modern CEO, ‘i 
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Poor Visibility on 
China’s Air Pollution 


by Vaclav Smil 





HEN I LIVED in Hong 
Kong in the year 2000 
the first thing I did every 
morning right after get- 
ting up, usually between 
5:30-6:00 AM, was to check the Air Qual- 
ity Index on the Hong Kong’s Observatory 
Web site. This was a ritual, rather than an 
informative, exercise: chances were very 
high that even at that early hour most sta- 
tions would already have high readings 
which in Hong Kong means the index of 
suspended particulate matter and nitro- 
gen oxides was 55-85. Only Tap Mun Chau 
(a small island in the territory’s northeast- 
ern waters, far away from major urban 
sources of pollution) would sneak in some- 
times with low readings, particularly if 
there was a brisk southeast wind. Seven 
years later, I checked the Observatory’s air 
quality readings from Canada at 5:30 a.m. 
of Hong Kong time: every station, includ- 
ing Tap Mun Chau, already had high air- 
pollution readings, and Mong Kok’s 
nitrogen oxides were already very high. 
This unwelcome reality is explained by 
a two-fold nature of Hong Kong’s air pol- 
lution problem. The region itself is still a 





considerable source of particulates and 
sulfur and nitrogen oxides (especially 
from inadequately controlled emissions 
from cars and diesel-fueled trucks and 
ships) and as a day progresses traffic con- 
gestion results in repeated rise of concen- 
trations in the most densely inhabited 
neighborhoods during the late afternoon 
hours when photochemical atmospheric 
reactions create exceptionally high levels 
of smog. But even in 2000 it was clear that 
whatever steps Hong Kong will take to re- 
duce its own considerable emissions such 
steps would not suffice to make the re- 
gion’s air fairly clean again. Only massive 
reduction of emissions that are transport- 
ed from Guangdong could do that, as at 
least 80-85% of all pollutants in Hong 
Kong’s air now originate in China. 

But, as everybody concedes, such a step 
is unlikely to take place in the near future. 
Guangdong’s cities and countryside with- 
in a radius of about 200 kilometers from 
Hong Kong are the single largest source of 


ce Mr. Smil is a professor in the Faculty of En- 
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The famed skyscrapers of Hong Kong’s Central district blanched by 
smog on one of the increasingly frequent bad air days. 


China’s manufactured exports and trans- 
forming that region into an area of low 
emissions will be a very costly task that 
would take decades to accomplish. This 
means that Hong Kong’s citizens will con- 
tinue to live with the new “normal” and 
will find it increasingly impossible to see 
Kowloon across the Strait from the Cen- 
tral. So will the tourists—instead of a stun- 
ning panorama from the Peak, they may 
see no further than high rise apartment 
buildings a few hundred meters below 
their platform. 

But Hong Kong does not have China’s 
most polluted air. Several northern cities 
are contenders for that title, and the capi- 
tal is not far behind. When temperature 
inversions limit the mixing layer above 
Beijing, tall apartment blocks on the other 
side of a multilane thoroughfare often ap- 
pear as just ghostly silhouettes, and rare is 
the summer day when Xishan (Western 
Mountains, about 30 kilometers west of 
the downtown) can be clearly seen from 
Meishan (Coal Hill, just north of the For- 
bidden City). 

Research has shown that the psychical 
impact of closed horizons and visibly dirty 
air is considerable, and the economic im- 
pact on lost tourist income is self-evident. 
Why visit a place that can be more sensed 
than seen? 

Limited visibility may be the most im- 
mediate indicator of China’s poor air qual- 


ity, but by far the greatest damage done by 
polluted air is to human health, to plants 
and to economic activity. We can now get 
a better appreciation of how bad some of 
these impacts are, and how difficult it is to 
assess the damage they create, thanks toa 
series of quantitative studies published in 
Clearing the Air: The Health and Economic 
Damages of Air Pollution in China, a new 
book edited by Mun S. Ho and Chris P. 
Nielsen and published by the MIT Press in 
2007. 

Contributions in this book are a part of 
the China Project whose various programs 
have been conducted by the Harvard Uni- 
versity Center for Environment since the 
late 1990s. Assessment studies in the book 
deal with estimating health effects of air 
pollution in China, with local population 
exposures to pollutants from different 
sources (industrial, transportation, elec- 
tricity generation), with economic value of 
air-pollution-related health risks and with 
sector allocation of emissions and damage 
and policies to control them. Those who 
are familiar with similar studies done in 
Western countries will immediately real- 
ize how challenging, and how inherently 
uncertain, many of these assessments are. 

The standard approach in assessing 
health damage has been first to identify all 
sources and atmospheric concentrations 
of offending pollutants in a study region. 
Then estimate as accurately as possible the 
actual extent of population exposure to 
the effects of air pollution (in this case to 
suspended particulate matter and sulfur 
and nitrogen oxides derived mostly from 
coal combustion). And finally express the 
resulting health and economic damage by 
using a suitable valuation method. Every 
step has its own problems, and one of the 
book’s strengths is that it makes clear the 
extent of the uncertainties encountered. 

Certainly the best illustration of why 
the results of this kind of studies have to 
be interpreted with a great deal of caution 
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is a comparison of air-pollution health- 
damage assessments for China published 
during the past 10 years. A World Bank 
study in 1997 put the total number of pre- 
mature deaths due to air pollution at 
178,000 a year in cities and at 110,000 in 
the countryside (mostly due to poor in- 
door air quality from inadequately vented 
stoves). In contrast, a 2003 study led by 
Stefan Hirschberg estimated as many as 
one million premature deaths a year, while 
the Harvard project (by Messrs. Ho and 
Jorgenson) put the excess mortality due 
to particulate matter and sulfur dioxide at 
about 94,000 in 1997. Such discrepancies 
make it virtually impossible to use these 
dose-response studies in formulating any 
effective policies. 

Another obvious problem with studies 
that inevitably take some time to complete 
is the truly mad rate of China’s energy con- 
sumption growth—it makes everything of 
historical interest in just a matter of years. 
The Harvard book contains an interesting 
study that deals with the population re- 
sponse to pollutants from electricity gen- 
eration based on emissions in 2003. During 
that year Ching’s electricity generating ca- 
pacity reached 391 gigawatts, of which 290 
Gw were from thermal (mostly coal-fired) 
stations; three years later the total rose to 
622 cw with 484 ew from thermal sta- 
tions, the latter capacity being 67% higher 
than it was in 2003. This means that be- 
tween 2003 and 2006 China added nearly 
200 cw of thermal capacity, or more than 
the total installed capacity in France and 
the U.K. 

A study based on 2003 data is thus al- 
ready obsolete. If the capacity increase was 
matched by emissions increase, we could 
simply prorate the results. In reality, in- 
creased use of flue-gas desulfurization in 


China’s energy consumption growth rate means a 
study is of historical interest only in a few years. 


China’s large coal-fired power plants 
means that for some stations emissions of 
sulfur dioxide emissions have actually de- 
clined substantially, while in other regions 
concentrations of new and uncontrolled 
power plants have resulted in a serious de- 
terioration of air quality. And in all regions 
continuing urbanization has exposed a 
larger percentage of population to poten- 
tially harmful concentrations. 

Moreover, there is no reliable way to 
assess long-term nationwide trends. Not 
surprisingly, official statistics make the 
situation look better. The latest report on 
the nation’s air quality in 2006, issued by 
the State Environmental Protection Agen- 
cy in 2007, notes an overall improvements 
in urban air quality as about 63% of 559 
cities with regular monitoring now meet 
or surpass the criteria for urban air (Cat- 
egory II and I in Chinese grading). 

But the proportion is different in terms 
of people affected. As most of the large cit- 
ies do not meet the minimum requirements 
(belonging to category III or worse), in 
2006 the split between population subject- 
ed to acceptable and unacceptable levels 
was 52/48, with nearly 170 million urban 
residents living in cities that even by Chi- 
na’s relaxed standards are too polluted. 

The reality is much worse because the 
Chinese standards have been far too re- 
laxed. Particulate concentrations of 200 
micrograms/mS are acceptable in residen- 
tial areas, while the World Health Organi- 
zation’s limit used to be just 90 
micrograms/m3. Used to be, because the 
WHO set this limit aside and no longer sets 
guidelines for total suspended particulates. 
Its latest air quality guidelines issued in 
2005 set levels for particles smaller than 10 
micrograms annual mean no higher than 
70 micrograms/m2, Particles smaller than 
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2.5 micrograms can penetrate deeper into 
lungs and their chronic effect is mostly re- 
sponsible for premature mortality (studies 
have shown that every additional micro- 
gram increase of these particles increases 
the probability of air pollution-related mor- 
tality by 1%). WHo’s maximum annual mean 
for these particles is no more than 35 mi- 
crograms/m3—but in Chinese cities their 
concentrations are commonly between 50- 
150 micrograms/m3, 

A misleading impression of reality can 
be obtained by checking sEpa’s Website, 
which shows a daily air quality index for 
China’s major cities. On the day I checked 
the Hong Kong air pollution index, the SE- 
pa’s air pollution index for Beijing stood at 
159, in the “lightly polluted” category. But 
this classification allows daily concentra- 
tions of particulates smaller than 10 
micrograms to be as high as 350 micro- 
grams/m3—while wHOo’s new guidelines 
for 24-hour mean level are no higher than 
150 micrograms/m4, less than half the 
Chinese value. Consequently, by wHo’s 
standard Beijing would be anything but 
“lightly polluted.” Even more importantly, 
while high levels of particulate continue 
to be a major problem, China is unique 
among the world’s major economies in 
having now the worst of both major air 
pollution types. 

As the Western countries (and Japan) 
got richer, they relegated coal combustion 
to generation of electricity in large power 
plants with highly efficient electrostatic 
precipitators that remove up to 99.99% of 
all particulates, and later they equipped 
many of those plants with efficient desul- 
furization. As a result, classical (London- 
type) smog consisting of high levels of 
particulates and sulfur dioxide has been 
virtually eliminated in all affluent coun- 
tries whose principal air pollution problem 
is now photochemical smog, a product of 
complex, long-chained atmospheric reac- 
tions that start with emissions of carbon 


monoxide, volatile hydrocarbons and nitro- 
gen oxides. By far the largest source of 
these pollutants is automotive traffic, and 
sunny climates promote frequent formation 
of the smog. This means that the phenom- 
enon is seasonal in Toronto and Paris, but 
it persists for most of the year in subtropical 
and many tropical cities with high concen- 
trations of vehicular traffic, and also with 
high frequency of flights (jet engines emit 
a great deal of nitrogen oxides). 

During winter months, when house- 
holds and apartment blocks in northern 
part of China use coal for heating and when 
limited mixing layer keeps pollutants from 
poorly controlled small coal-fired power 
plants near the ground, many Chinese cit- 
ies still experience high levels of classical 
(particulate-sulfur dioxide) smog charac- 
terized by visible black dust fall and acrid 
sulfurous smell. But in summer the same 
cities, now full of congested and poorly con- 
trolled vehicular traffic, have recurrent 
high levels of photochemical smog. 

Unfortunately, the Harvard studies 
have completely ignored the already se- 
vere and a rapidly worsening problem of 
China’s urban photochemical smog. The 
main product of these complex atmospher- 
ic reactions is ozone, a highly reactive 
compound that has a number of adverse 
effects on living organisms and on materi- 
als. Ozone impairs lung function, injures 
cells, limits work and exercise capacity 
and lowers the resistance to bacterial in- 
fections; is effects on plants include lower 
yields of both annual and tree crops (al- 
ready documented in China), damaged 
leaves (coniferous species are particularly 
susceptible), and reduced tree growth. 
High levels of ozone also contribute to the 
deterioration of fabrics and rubber. 

The best argument for reversing this de- 
cline of air quality would be to have a rea- 
sonably accurate estimate of annual 
damages that would prove the benefits of 
remedial actions. Coming up with such val- 
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ues is an extraordinary challenge and wide 
ranges of values came out even in the most 
sophisticated Western studies. A study in 
the Harvard book shows that one tool often 
used in economic valuations of environ- 
mental impacts would not work in China: a 
survey of contingent valuation, the willing- 
ness to pay in order to reduce health risks 
of air pollution, found that the Chinese re- 
spondents were willing to pay (in relative 
terms) only 1/10 to 1/1,000 of sums that 
Americans were prepared to spend for the 
same purpose, and a surprisingly large per- 
centage would not pay anything. 

As for the aggregate annual cost of Chi- 
na’s air pollution, the Harvard study offers 
a central estimate equivalent to about 1.8% 
of China’s GDP in 1997, and the range of un- 
certainty as wide as 0.65% to 4.7% of the 
annual Gpp a decade ago. Truly there is 
nothing new under the sun—in 1995 I was 
the first Westerner to perform an explor- 
atory assessment of economic costs of Chi- 
na’s environmental degradation (published 
by the East-West Center in Honolulu in 
1996) and my conservative estimate ended 
up with 0.6% of Gpp as an equivalent an- 
nual cost of China’s air pollution in 1990. 
Can we assume that such conservative es- 
timates worth less than 1% of China’s GDP 
are applicable today, a decade after Har- 
vard’s study benchmark year? 

Higher urbanization and hence greater 
exposure of larger number of people to 
high air pollution levels should have wors- 
ened the impact, but some successes in 
emission control have lessened it—and a 
net result could not be established without 
further complex studies. But by the time 
these are finished China’s GDP, and emis- 
sions and exposure may be substantial 


multiples of today’s situation. 
Consequently, it is unlikely that those 
inherently uncertain and easily disputable 
monetizations of air pollution effects will 
have a decisive role in setting long-range 
policies. Nor am I sure that international] 
pressure can change anything. Even 
though the Pacific Ocean may be more than 
10,000 kilometers across, on some days 
one-quarter of all particulates in Los An- 
geles air can be traced to China, and this 
flux will certainly increase in years ahead. 
But the U.S. has no leverage in these mat- 
ters. That polluted air in California is just 
another part of a destructive bargain (next 
to large domestic job losses in manufactur- 
ing and a perilously deepening trade defi- 
cit) that the country has so unwisely struck 
in exchange for cheap and contaminated 
Wal-Mart-type merchandise from China. 
There is no doubt that new, more effi- 
cient techniques and new pollution controls 
have combined to reduce the relative 
growth of China’s air pollution during the 
past 15 years. From 2001-06, the amount of 
sulfur dioxide removed from combustion 
gases nearly doubled and the capture of 
particulates went up by nearly 70%. 
These are considerable achievements 
but have been insufficient to prevent fur- 
ther absolute rises in overall emissions— 
by 2006 sulfur dioxide releases were up by 
30% and those of particulate by about 10%. 
And because of runaway urbanization this 
means that the population exposed to 
harmful air pollutant levels (as defined by 
WHO and not by SEPA) has increased. Un- 
fortunately, as bad as China’s air quality is, 
an old cliché applies only too well: matters 
will have to get worse before they will get 
better. L 
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Rallying for Rights 
In Malaysia 


by Danny Lim 





N THE EARLY morning of 
Nov. 25, Malaysian police 
raided a Hindu temple on 
the outskirts of Kuala 
Lumpur where about 
2,000 Indian Malaysians had gathered, os- 
tensibly to participate in temple-related 
events. Later that morning, 5,000 armed 
police used tear gas and water cannons to 
scatter some 10,000 protestors in the vi- 
cinity of the British High Commission. 
Witnesses reported dozens beaten and ar- 
rested. The ensuing war of attrition saw 
the crowd, which had gradually swelled to 
a reported 20,000 even with a police lock- 
down on transit points around downtown 
Kuala Lumpur, refusing to disperse. 

Clearly anger among minorities disad- 
vantaged by the government’s affirmative 
action for the majority Malay population 
has been simmering below the surface. Is 
Malaysia in danger of repeating the racial 
violence of 1969, when Malays rampaged 
against ethnic Chinese killing hundreds? 
While such an eruption remains unlikely, 
the unrest is a symptom of larger political 
changes afoot in Malaysia. 

The latest street protest was organized 





by the Hindu Rights Action Force, or Hin- 
draf, a coalition of 30 Hindu Naos. The os- 
tensible purpose was a strange one: to 
submit a two-page petition urging Queen 
Elizabeth II to help them in a $4 trillion 
class-action suit against the British govern- 
ment. The lawsuit filed on Aug. 30 in Lon- 
don demands the United Kingdom 
compensate Malaysian Indians of Tamil 
origin for bringing their ancestors as labor- 
ers to the then British colony of Malaya, ex- 
ploiting them for 150 years and failing to 
protect minority Indians’ rights in the Brit- 
ish-drafted Federal Constitution. 

No one seriously believes that the peti- 
tion and lawsuit will be successful. The true 
story behind the rally has more to do with 
local politics—holding a demonstration di- 
rectly against government racial policy 
would expose organizers to Draconian se- 
curity laws. But a rally directed at foreign 
powers has precedent, since the police per- 
mitted an antiwar rally organized by the 
youth wings of the ruling coalition parties 
of UMNO, MCA and mic in July 2006. 
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This was the second major street dem- 
onstration in Kuala Lumpur within two 
weeks, after the Nov. 10 rally organized by 
Bersih, a coalition of NGOs and opposition 
parties campaigning for electoral reform. 
Hindraf’s rally faced a harsher response. 
The police obtained a rare court order ban- 
ning the rally (which did not authorize the 
use of force), set up roadblocks around Kua- 
la Lumpur to stop demonstrators and ar- 
rested three Hindraf leaders beforehand. 

However, Bersih’s success days earlier 
proved that perseverance in the face of 
government pressure pays off. They gained 
significant publicity for their concerns 
when international news networks lapped 
up the scenes of police firing volleys of tear 
gas and water cannons. 

The underlying motive for Hindraf’s 
rally was to draw attention to a range of is- 
sues close to the heart of the working-class 
Malaysian Indian, who are mostly Hindu 
and of Tamil origin. It is widely believed a 
higher proportion of the Indian population 
than any other race is economically mar- 
ginalized. Positive year-on-year GDP growth 
has not generated a proportionate increase 
in the national equity of the community, 
which comprise 8% of the population. 

Hindraf’s 18-point memorandum to 
Prime Minister Abdullah Ahmad Badawi 
contends that at least 70% of Indians live 
in poverty. British colonists brought in 
Tamil indentured laborers to work as rub- 
ber tappers, and a sizeable number of their 
descendants remain in the remote rubber 
estates. Generations have been trapped in 
poverty, lacking access to educational op- 
portunities. Hindraf claims racial dis- 
crimination is to blame for the lack of 
scholarships for Indian students and the 
poor state of Tamil schools. 

Hindraf also accuses the authorities of 
racial profiling of Indian youths, most no- 
tably in the mysterious death of 24-year-old 
G. Francis Udayapan in 2004. The police 
claimed he escaped from his holding cell, 
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jumped into a river and drowned, while his 
mother believes he died in police custody. 
The lawyer acting on behalf of his mother, 
P. Uthayakumar, was beaten and assaulted 
at gunpoint a few weeks later, allegedly by 
the police. Mr. Uthayakumar is now one of 
the five lawyers leading Hindraf. 

The tipping point for Hindraf was per- 
ceived religious persecution, from Indian 
individuals ensnared in interfaith contro- 
versies to the demolition of Hindu temples 
for development. In a letter addressed to 
British Prime Minister Gordon Brown on 
Nov. 15, Hindraf claimed that a Hindu 
temple is demolished in Malaysia once ev- 
ery three weeks, and accused Malaysia of 
ethnic and religious persecution. The let- 
ter appealed to the British government to 
move an emergency United Nations reso- 
lution condemning “ethnic cleansing” in 
Malaysia and to refer Malaysia to the 
World Court and International Criminal 
Court for “crimes against its own ethnic 
minority Indians.” On Oct. 30, four Hin- 
draf leaders, including Mr. Uthayakumar, 
were arrested and detained for participat- 
ing in a demonstration against the demoli- 
tion of a Hindu temple in Shah Alam. 

The “defining moment” for Mr. Uthay- 
akumar, he says in an interview with news 
Web site Malaysiakini, came when Hindu- 
born M. Moorthy, a national hero for being 
one of the first two Malaysians to scale 
Mount Everest, was buried as a Muslim 
against the wishes of his wife. An Islamic 
court ruled that Moorthy converted to Is- 
lam before his death without the knowl- 
edge of his family. “Everybody failed his 
wife—the politicians, the courts and the 
constitution,” says Mr. Uthayakumar. 

This loss of faith in the nation’s institu- 
tions and leaders has caused a core of dis- 
gruntled Indians to lash out. Hindraf’s 
memorandum to Mr. Brown was worded 
provocatively: “peace loving Indian com- 
munity of Tamil origin...may be forced into 
terrorism...as what has happened to the Sri 
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Lankan Tamils.” Even those sympathetic 
to Hindraf’s causes recoiled at these words, 
worried that such a rallying call to ethnic 
Indian Hindus would heighten religious 
and ethnic tensions. 

By laying the blame for their grievances 
on the “Islamic fundamentalist and Malay 
chauvinist UMNO-led Malaysian govern- 
ment,” Hindraf has set the scene for an eth- 
nic showdown. This rhetoric plays the same 
communal politics that have been the mo- 
nopoly of the ruling Barisan Nasional (Na- 
tional Front) parties, and is rooted in the 
British colonists’ divide-and-rule policies. 

The first casualty of the protest will be 
the legitimacy of the Malaysian Indian 
Congress as the Indian community’s estab- 
lishment party. The Mic’s value in fronting 
a multiracial coalition is an important part 
of the calculus of communal politics. Their 
candidate’s win in the state-assembly by- 
elections in Ijok earlier this year, saw off 
fierce competition from an opposition re- 
freshed by the return to campaign politics 
of Anwar Ibrahim, and confirmed their 
iron grip over the Indian rubber estate- 
dwelling communities. But Hindraf’s abil- 
ity to mobilize tens of thousands of Indians 
to face police action poses a major threat to 
a party already challenged by the rise of its 
fellow Barisan Nasional member and Indi- 
an-majority People’s Progressive Party. 

In Barisan’s zero-sum game, a weak- 
ened Mic will mean reduced representation 
for ethnic Indians. Already mic leader S. 
Samy Vellu is the only ethnic Indian cabinet 
minister. In many constituencies the eth- 
nic-minority component parties are in- 
creasingly depending on UMNO to shore up 
Malay support and win seats, as in the case 
of Ijok, where it was UMNO gains on the Ma- 
lay vote that rescued the mic candidate. 

While Hindraf’s grouses are not new, 
the timing of the rally suggests a quicken- 
ing political tempo, in step with other acts 
of activism. A whistle-blower’s video of a 
senior lawyer allegedly fixing judicial ap- 
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pointments prompted 2,000 members of 
the Malaysian Bar to protest in September. 
The Bersih rally galvanized support for a 
broad-based multiethnic movement for 
electoral reform, drawing 40,000. More 
rallies are planned on issues that will be 
crucial to voters. 

The belief that elections are imminent 
mean even nonpartisan efforts have the 
whiff of a de facto campaign. Bersih’s rally 
was attended by leaders and supporters 
from the three biggest opposition parties— 
the Democratic Action Party, Parti Keadi- 
lan Rakyat and Parti Islam SeMalaysia. 

The opposition’s best bet remains ap- 
pealing to voters as a check and balance by 
denying the BN the two-thirds majority re- 
quired to pass legislation. The way constit- 
uencies have been carved up, this remains 
difficult. In 2004, BN won a record 90.4% 
of the parliamentary seats whilst only gar- 
nering 63.9% of the popular vote. 

Pundits have viewed Prime Minister 
Abdullah’s softly-softly approach to be a 
winner among minorities. However, feeble 
flip-flopping, particularly since his early 
promises for a greater degree of multira- 
cial tolerance, press freedom and tough ac- 
tion on corruption, have eroded his 
popularity outside the Malay heartland. 

The reality is that if Indian Malaysians 
do not join a broad-based multiethnic, 
multireligious coalition, their numbers 
and their limited economic footprint mean 
they cannot wield significant political 
power. The Kuala Lumpur Stock Exchange 
hardly twitched on the Monday after the 
Hindraf rally. In framing the debate in 
ethnoreligious terms, Hindraf perpetu- 
ates the communal worldview that perme- 
ates the system that has cloistered ethnic 
Indians in economic ghettos. Change will 
only come for the ethnic Indian through 
systemic and structural reform, based on 
an understanding of what afflicts them, as 
well as all other ethnicities, as an econom- 
ic underclass. i | 
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Australia’s 
Rudd Awakening 


by Hugh White 
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USTRALIA’S NEW PRIME 
minister, Kevin Rudd, 
comes across as rather 
young and slightly nerdy. 
That tends to make people 
underestimate him, as John Howard evi- 
dently did. Mr. Rudd decisively defeated 
his long-serving predecessor in the elec- 
tions on Nov. 24, 2007 after a year-long 
campaign characterized by relentless fo- 
cus and discipline, and an occasional touch 
of ruthlessness. This side of Kevin Rudd’s 
make-up has come as something of a sur- 
prise, not just to Mr. Howard but to Aus- 
tralians at large. They do not yet know 
their new leader very well. He is a relative 
newcomer to politics, having entered par- 
liament only in 1998. His early career was 
spent as a diplomat in the Australian for- 
eign service, after which he worked as a 
senior bureaucrat in the Queensland state 
government. And he is a life-long student 
of China; he speaks Mandarin fluently, and 
has lived in China for several years. 

All this makes Mr. Rudd very different 
from Mr. Howard and most of his other 
predecessors. Previous Australian prime 
ministers have tended to come to the prime 





ministership after decades in Parliament, 
and with political careers mostly focused 
on domestic affairs. They have had scant 
interest in international affairs and little 
knowledge of Asia. None has taken over 
the leadership of Australia with Mr. Rudd’s 
comprehensive and professional ground- 
ing in foreign affairs. He is the first Aus- 
tralian Prime Minister to have lived in an 
Asian country, and to be at all proficient in 
any Asian language. That does not mean 
that foreign policy will dominate his prime 
ministership. There are plenty of big do- 
mestic issues on the new government’s 
agenda: Mr. Rudd needs to sustain Austra- 
lia’s strong economic growth in what 
might be tough conditions, and he has am- 
bitious campaign promises to implement 
on education, industrial relations, infra- 
structure and the environment. These 
were the issues that dominated his elec- 
tion campaign—foreign policy was hardly 
mentioned. But it seems likely that Mr. 
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Kevin Rudd with Chinese President Hu Jintao in September. In 2007, 
China overtook Japan to become Australia’s largest trading partner. 


Rudd will quickly make decisive mark 
Australia’s international posture. 

To see where Rudd might take Austra- 
lia we need to reflect on what he inherits 
from his long-serving predecessor. The 
Howard legacy in foreign policy is com- 
plex and hard to pin down. He is credited 
with strengthening Australia’s alliance 
with the United States, committing Aus- 
tralia to a more energetic engagement with 
its weak and troubled small island neigh- 
bors, cooperating effectively with Austra- 
lia’s giant neighbor Indonesia on issues 
like counterterrorism, liberating East 
Timor and building a strong trading rela- 
tionship with China. But his support for 
George Bush in Iraq now appears an his- 
toric error, Australia’s interventions in the 
South Pacific seem to be going nowhere, 
relations with Indonesia remain edgy and 
fractious, East Timor is a basket case and 
Mr. Howard seems to have been in denial 
over the challenges to Australia of balanc- 
ing its relations with Asia’s major powers 
as strategic competition grows among In- 
dia, China, Japan and the U.S. 

At times it has been tempting to see a 
grand design behind Mr. Howard’s foreign 
policy—a historic shift away from Asia to- 
ward the U.S. This is an oversimplification. 
It is true that Mr. Howard drew Australia 
very close to Washington, especially after 
9/11, but this probably reflected his person- 
al relationship with George W. Bush, and 


the domestic political imperatives and op- 
portunities of the post-9/11 moment, more 
than any fundamental strategic realign- 
ment. Moreover Mr. Howard was probably 
never as anti-Asian as his detractors 
claimed. But unlike so many of his prede- 
cessors, Liberal as well as Labor, it is prob- 
ably fair to say that Howard never felt much 
sense of urgency, opportunity and excite- 
ment about the task of fashioning a place for 
Australia in the Asia Pacific. For Mr. How- 
ard, Asia always remained, in the end, a set 
of issues to manage—a place to trade and a 
source of threats. 

It is way too simple to see Mr. Rudd as 
simply returning to the focus on engage- 
ment with Asia which was the hallmark of 
the Labor governments of Bob Hawke and 
Paul Keating from 1983-96. For a start the 
circumstances are very different, and so 
are the challenges. But nonetheless it re- 
mains as good a way as any to characterize 
the basic direction of Australia’s new for- 
eign policy. Mr. Rudd will try to project an 
image that Australia is back in business in 
Asia—not just as an American ally but in 
its own right—and willing again to try to 
make a distinctively Australian contribu- 
tion to addressing the region’s problems. 


Rudd the Realist 


WHAT WILL THIS mean in practical terms 
for the shape of Australia’s diplomatic 
agenda? First, it is important to see the Mr. 
Rudd is not in any sense a classic leftist 
“progressive” in foreign-policy approach. 
Philosophically he is a realist, placing em- 
phasis on power and the way it is exercised 
and constrained. By instinct he is a free- 
trade advocate, and will sustain the strong 
Australian tradition of active promotion of 
global multilateral trade liberalization. But 
he will differ sharply from his predecessor 
in placing climate change in the front rank 
of his policy priorities. Global warming is 
now akey mainstream political concern for 
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Mr. Rudd will have to persuade Washington 


to reconfigure its role in Asia. 





Australians, who believe they are already 
suffering the consequences of climate 
change in a record drought afflicting their 
already dry continent. Mr. Rudd will be an 
activist on climate change, at home and 
abroad. Almost his first act as Prime Min- 
ister has been to ratify the Kyoto Protocol, 
and his first overseas trip has been to the 
United Nations Climate Change confer- 
ence in Bali. 

Mr. Rudd will sustain Australia’s sub- 
stantial commitments in East Timor and 
Solomon Islands, and continue recent ef- 
forts to find new ways to build more effec- 
tive governments in other island neighbors, 
including Papua New Guinea. But in a ma- 
jor speech to the Lowy Institute in Sydney 
earlier this year, he laid out a new ap- 
proach to these missions. Mr. Rudd argued 
that the police and military-led approach 
favored by the Howard administration has 
not worked, and foreshadowed a shift in 
emphasis from security interventions to 
economic, social and political reconstruc- 
tion designed to address the underlying 
causes of insecurity. He is also committed 
to deeper consultations with regional 
neighbors themselves about how Australia 
can best help, and has promised to im- 
prove the tone of diplomacy with neigh- 
boring governments which in recent years 
has been characterized by acrimony. 

One of the biggest tests for Mr. Rudd’s 
foreign policy will be to set a new course 
on relations with Indonesia. Observers on 
both sides of the Arafura Sea recognize 
that, despite close cooperation on terror- 
ism and generous Australia aid after the 
2004 tsunami, Australia’s relations with 
Indonesia remain fragile and fractious. 
Small issues like the 2006 dispute over 
Papuan asylum seekers landing in Austra- 
lia can quickly escalate to full-blown dip- 


Australia’s Rudd Awakening 4 


lomatic crises, with public opinion 
inflamed on both sides, It is particularly 
sad that almost 10 years after Indonesia 
began its remarkable experiment with de- 
mocracy, Australia’s relations remain as 
uncertain as they were during the military 
dictatorship of President Suharto. Mr. 
Rudd is unlikely to replicate former Labor 
Prime Minster Paul Keating’s fervent en- 
thusiasm for relations with Jakarta, but he 
does seem committed to laying deeper and 
more robust foundations for the relation- 
ship. This would require, above all, the 
restoration of trust which was so badly 
eroded on both sides by the events in East 
Timor in 1999. That will only happen if 
both sides take some political risks at 
home. Mr. Rudd may be willing to do this, 
but it will not be easy. Australian domestic 
opinion is prone to outbreaks of xenopho- 
bic anti-Indonesian sentiment which Mr. 
Rudd will need to confront if he is to make 
the case for a more trusting relationship 
with Australia’s giant northern neighbor. 
But in this and other policy debates Rudd 
will start with a strong hand: he has a de- 
cisive majority in parliament, immense au- 
thority in his own party and like all 
Australian leaders a free hand to shape 
foreign policy without reference to Aus- 
tralia’s state governments. 

Of course the great constant of Aus- 
tralian foreign policy will remain the U.S. 
alliance. Mr. Rudd will pull some of Aus- 
tralia’s troops out of Iraq, but will leave 
enough for Washington to claim that Aus- 
tralia is still amember of the coalition. Mr. 
Rudd recognizes that, as a close U.S. ally, 
Australia has little alternative but to main- 
tain some forces as a symbolic gesture of 
support. Nonetheless the tone of the U.S.- 
Australia relationship will be different un- 
der Mr. Rudd—he will be more willing to 
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question U.S. approaches, and less reluc- 
tant to stake out different positions. 

Mr. Rudd’s biggest foreign policy chal- 
lenges will come in Northeast Asia, as he 
seeks to navigate Australia through the 
emerging power balances of the new Asian 
century. No issue is more important to Aus- 
tralia than this, and none poses bigger chal- 
lenges to Australia’s diplomacy over coming 
years. This year China overtook Japan to 
become Australia’s largest trading partner. 
But it has also become increasingly clear 
that Ching’s relationship with Australia’s 
great ally, the U.S., is becoming more stra- 
tegically competitive. This places Australia 
in an awkward spot. Australia’s vision of its 
future, like those of so many others in the 
Western Pacific, depends on being able to 
trade freely with the China, Japan and the 
U.S. while still relying on the U.S. to under- 
write regional security. Australia has a big 
stake in preventing an escalation of strate- 
gic competition between is largest trading 
partner and its major ally, because it cannot 
afford to have to choose sides. After years 
of careful even-handedness, in his last year 
in office, Mr. Howard leaned sharply to- 
wards the U.S. and Japan. He signed a de- 
fense agreement with Japan, promoted 
trilateral security dialogue with Tokyo and 
Washington, and supported ideas for a 
quadrilateral alignment including India in 
an “arc of democracies” surrounding Chi- 
na. Mr. Rudd appears set to take a different 
course. In launching his election campaign 
he listed the rise of China and India as one 
of the handful of key challenges facing Aus- 
tralia over coming years. He has opposed 
Mr. Howard’s recent diplomacy, and has 
suggested that Canberra should urge Wash- 
ington and Beijing to deal with one another 
more frankly over key issues such as the de- 
velopment of their nuclear forces. 

It might be easy to assume that, with his 
immersion in Chinese language and cul- 
ture, Mr. Rudd will be pro-China. That is 
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probably too presumptuous. Mr. Rudd ap- 
pears to understand both sides of China’s 
rise, balancing the positives of economic 
growth and responsible regional diplomacy 
with the negatives of human-rights con- 
cerns and long-term uncertainties about 
China’s regional ambitions. These nega- 
tives notwithstanding, however, Mr. Rudd 
has made it clear—for example in an impor- 
tant speech to the Brookings Institution in 
Washington earlier this year—that as Chi- 
na’s power grows, it should be accorded a 
bigger leadership role in Asia. That is the 
good news for Beijing. The less welcome 
news for China is that Mr. Rudd has also 
urged China to be more respectful and ac- 
commodating of Japan’s rightful place as a 
regional leader, and will continue Austra- 
lia’s long-standing policy of welcoming Ja- 
pan’s emergence as a security player in Asia 
and beyond. He will also encourage the 
emergence of India as a key player in a re- 
gional concert of powers. 

All this of course has complex implica- 
tions for Australia’s close alliance with the 
U.S. There is a clear risk that the views of 
Australia under Mr. Rudd of the “right way” 
to respond to China’s rise will differ sharp- 
ly from America’s. Like others in the West- 
ern Pacific, Mr. Rudd believes that the U.S. 
must remain engaged in Asia. But if China 
keeps growing, Washington cannot assume 
that it can maintain indefinitely the prima- 
cy it has enjoyed since the end of the Viet- 
nam War. Mr. Rudd is likely to argue that 
in the Asian century, America needs to re- 
configure its role in Asia, moving from a po- 
sition of primacy to join and support an 
emerging concert of power in which all the 
major players are treated as equals. That 
will be hard for Americans to accept. Try- 
ing to persuade them of it may be Mr. Rudd's 
biggest foreign-policy challenge. Mr. Rudd 
may speak fluent Mandarin, but his tough- 
est diplomatic exchanges are likely to be in 
plain English. i 
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Winding Down 
The Mindanao War 


by Douglas Bakshian 





OU CAN KILL the insur- 
gents but not the insur- 
gency—that lesson of 
guerrilla movements is 
being relearned in the 
southern Philippines where the govern- 
ment is trying to end a four-decade Mus- 
lim rebellion. For over a year now on a 
string of islands in the Philippines’ trou- 
bled south, several thousand government 
troops, supported by U.S. Special Forces in 
non-combat roles, have been trying to 
wipe out the Abu Sayyaf, one of Asia’s most 
violent Muslim militant groups. While 
several Abu Sayyaf commanders have been 
killed in military strikes on their camps as 
part of an offensive called Operation Ulti- 
matum, an estimated 300 militants out of 
a peak force of about 1,000 are still on the 
loose in the impoverished hinterlands of 
Jolo and Basilan islands. 

Abu Sayyaf gunmen, according to the 
military, took part in attacks by Muslim 
militants in July and August resulting in 
the heaviest casualties suffered by govern- 
ment forces that serving officers can re- 
member. In the most gruesome incident, 
14 Philippine marines were killed, includ- 
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ing 10 who were beheaded, on Basilan on 
July 10, 2007. Another 41 soldiers and Ma- 
rines died in August fighting on Jolo and 
Basilan. Clearly, Operation Ultimatum has 
yet to live up to its name. 

Dense jungle, porous maritime borders 
and close family and kinship ties with the 
local Muslim community give the mili- 
tants plenty of room to maneuver in the 
Sulu archipelago. Just a few months after 
the offensive was launched, the military 
abandoned large-scale sweeps on Jolo, 
finding them of limited effectiveness. Op- 
erations are now intelligence-driven and 
backed by civic projects—such as building 
roads, digging wells and running so-called 
tailgate medical missions from trucks in 
remote areas—to weaken local support for 
extremist groups. As Marine General 
Juancho Sabban, a veteran of the costly 
battles against Muslim separatist insur- 
gents in the 1970s, told me in Sulu prov- 
ince’s capital Jolo earlier this year, “If you 
win the people, you win the war.” 


oss Mr. Bakshian is a free-lance journalist based 
in the Philippines. Previously he was based in 
India and Pakistan. 
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Phillippine Defense Secretary Gilberto Teodoro grieves with relatives 
of soldiers killed in a raid on an Abu Sayyaf rebel base in August. 


Even so, civic action projects are clear- 
ly limited in scope and do not address the 
legacy of decades of economic marginal- 
ization from the government in Manila 
that has turned much of Muslim Mindanao 
and the Sulu archipelago into some of the 
country’s poorest provinces, which has in 
turn spawned Islamist militancy. 

Many economic and social indicators 
in the Autonomous Region of Muslim 
Mindanao (ARMM)—which was created in 
1989, are among the country’s weakest. 
Take life expectancy: According to the lat- 
est Philippines Human Development Re- 
port, there is a gap of 20 years between the 
central island of Cebu and Mindanao’s 
Maguindanao province and Tawi-Tawi in 
the Sulu archipelago. People on Cebu can 
expect to reach age 72, but that drops to 52 
in Maguindanao and 51 on Tawi-Tawi. 

As for the Abu Sayyaf, it does not exist 
in a vacuum. This notoriously violent 
group is one of three main Muslim rebel 
groups in the southern Philippines, albeit 
one with a particular penchant for bandit- 
ry as well as jihad. President Gloria Maca- 
pagal Arroyo wants to broker a lasting 
peace with the Moro Islamic Liberation 
Front (MILF) and the Moro National Lib- 
eration Front (MNLF), but has repeatedly 
said there would be no deals with Abu 
Sayyaf. The group is wanted for a string of 
bombings, killings and ransom kidnap- 
pings, and is suspected of helping carry 
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out the worst terror attack in the Philip- 
pines: the bombing of a ferry off Manila in 
February 2004 that killed 116 people. 
Many credit the Abu Sayyaf’s survival 
largely to its links with the local Muslim 
community and its ties to the mainstream 
rebel groups. Though the leadership of the 
MILF, the largest of the two Moro fronts, 
has tirelessly reiterated that it does not 
support terrorist groups, a claim the mili- 
tary generally accepts, “rogue” elements 
in this scattered movement are believed to 
be backing the Abu Sayyaf. That some al- 
legedly do support Abu Sayyaf reflects 
mounting frustration in the rebel camp 
over the turtle-paced progress of a peace 
process to establish an autonomous Mus- 
lim homeland in the southern Philippines, 
a predominantly Roman Catholic nation. 

The MNLF has two camps on Jolo. Under 
a 1996 peace accord troops may not enter 
them with out permission. The prolifera- 
tion of firearms is a major problem. The 
military suspects that some of the financial 
assistance given to the MNLF for develop- 
ment projects is used to buy weapons. It es- 
timates there are around 20,000 loose 
weapons in Sulu. A fair number of the U.S.- 
made M16 rifles that are a staple of the reb- 
els’ arsenal are widely believed to have been 
sold by hard-up soldiers. 

Changing the gun culture among the 
Moro tribes could prove as tough as find- 
ing lasting peace. The Sulu-based Tausugs, 
for one, are fiercely proud of their resis- 
tance to foreign invaders going back to 
Spanish colonial times. There’s a saying 
here that if you give an M16 to a farmer on 
Luzon, the main northern island, he’ll sell 
it and buy a tractor. Give a tractor to a 
Moro farmer, he’ll sell it and buy an M16. 
“It’s the insecurity of the situation. Moros 
don’t trust the soldiers, police or militias 
so they arm themselves: it’s like the Wild 
West,” said Cotabato-based Ishaak Mas- 
tura, who works as a local government 
trade official, but is well know among aca- 


48 FAR EASTERN ECONOMIC REVIEW a December 2007 


demics and Naos for his advocacy of Mus- 
lim causes. 

The military suspects Abu Sayyaf guer- 
rillas beheaded 10 Philippine Marines af- 
ter a gun battle with the MILF on Basilan 
on July 10. Outrage over the atrocity has 
put the military under intense pressure to 
show more results in eliminating this 
group, which has frequently used behead- 
ings as a terror tactic. 

The Philippines’ newly appointed de- 
fense chief Gilberto Teodoro has cautioned 
that this may be hard to achieve. As he told 
the Manila Overseas Press Club in Sep- 
tember: “Nobody can guarantee the ...total 
elimination of any threat. For the one thing 
they may metamorphose into something 
else. As things stand, a purely military so- 
lution to defeating Muslim militancy in 
Mindanao and Sulu is unlikely to happen, 
with the region stuck in the twilight of “no 
war, no peace.” 

On the political front the situation is 
fragmented. The leaders of both the MNLF 
and the MILF are in separate peace pro- 
cesses with the government and cease- 
fires are now in place, but these efforts 
have yielded precious few economic gains 
for ordinary people. Both organizations 
admit they have breakaway fighters, most- 
ly younger militants frustrated by the 
progress of peace process. There is rancor 
in the MNLF camp over the failure to fully 
implement a 1996 peace accord with the 
Ramos administration, while talks with 
the MILF until recently were making little 
headway. 

Many think it is time for the MNLF and 
MILF to heal their longtime factional split 
and make common cause with the govern- 
ment. There was a sign of this as the MILF 
announced in November that is initiating a 
dialogue with the MNLF on its peace agree- 


Militancy will continue until this resource-rich but 
prostrate regional economy can be helped on its feet. 










ment and how it might play into the current 
(MILF) peace talks with the government. 

The MILF’s leader Al-Haj Murad Ebra- 
him has said a joint approach is best: 
“Whatever we agree on in the negotiations 
is not for the MILF alone. It is for the 
Bangsamoro people and other sectors and 
organizations like the MNLF,” he told me at 
the front’s Camp Darapanan headquarters 
near Cotabato a few months ago. “And we 
talk, we meet.” 

Practically all stakeholders in the peace 
process agree that militancy will continue 
to thrive until this resource-rich but crawl- 
ing regional economy can be helped on its 
feet. Some are calling for a Marshall Plan- 
type solution, though it is hard to see 
where the cash-strapped government will 
find the funds in the foreseeable future. 
And sharply increased commitments from 
the international-development communi- 
ty will almost certainly be dependent on 
lasting peace settlement with rebels. 

The challenge is huge. Indeed, poverty 
has worsened in parts of Mindanao since 
the 1996 peace agreement with the MNLF, 
according to a government antipoverty 
agency. In Maguindanao province, the bai- 
liwick of MILF, the incidence of poverty rose 
from 42% in 1997 to 60% in 2003. “We are 
talking about the poorest areas of the coun- 
try after 20 some years of war.... You need 
private-sector investments. You also need 
infrastructure investments. And there’s a 
lot to do down there,” said Steven Rood, of 
the Asia Foundation. He said normal mar- 
ket-led development efforts go ahead easily 
in peaceful areas, while conflict areas, 
where the money is most needed, tend to 
miss out. As a result, Christian-dominated 
regions of Mindanao benefit more. Mr. 
Rood, who has lived for two decades in the 
Philippines, said as long as there is no suc- 
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cessful peace accord, lawlessness, banditry, 
and retaliatory violence between clans and 
communities will continue to cripple the 
Mindanao economy. “Kidnap for ransom, 
and civilian militias, even clan feuds.... 
There is no single authority to deal with 
them, without a peace agreement.” 

Such retaliatory violence, according to 
police, may have been behind the Novem- 
ber 13th bombing at the House of Repre- 
sentatives in Manila that killed Muslim 
congressman Wahab Akbar and four other 
people. Congressman Akbar was from 
Basilan, known for bloody political dis- 
putes. Authorities said he had received 
death threats. Police have filed prelimi- 
nary charges against several suspects, in- 
cluding a former Basilan congressman. He 
denied involvement and the investigation 
is ongoing. (Police say the suspects have 
no confirmed links to Abu Sayyaf despite 
some newspaper reports to this effect.) 

Violence aside, the problem of corrup- 
tion in the public sector and the patronage 
system that blights the whole Philippines 
is particularly acute in Mindanao. “It’s all 
government money at the national level. 
So when it goes through the favored lead- 
ers in the south then they don’t have any 
obligation to divide it with the people, ex- 
cept to their people (supporters). In fact 
that’s patronage ... there is no accountabil- 
ity,” said Mr. Mastura, the government 
trade official from Cotabato. 

For these reasons, direct international 
funding for development projects from in- 
ternational donors is invariably more ef- 
fective. The U.S. Agency for International 
Development, for one, is involved in many 
infrastructure projects in Mindanao. The 
U.S. government, meanwhile, pledged in 
September $190 million in assistance over 
the next five years to promote economic 
development and peace in Mindanao. 

The great tragedy of Mindanao is that 
it is vastly rich in minerals, including gold 
and copper, as well as agriculture and ma- 
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rine products. There is also talk of oil de- 
posits. Yet this region remains a huge drain 
on the Philippines economy. The ARMM re- 
ceives 97% of its budget from the national 
government and makes only a paltry con- 
tribution to the gross domestic product. 
Many would like to see the internation- 
al community take a greater role in the 
peace process, and even the U.S. would be 
welcomed in some quarters. So far, Wash- 
ington has given no indication that it wants 
to play a direct role in the talks with the 
MILF which are being currently brokered by 
Malaysia. The U.S. supports a negotiated 
peace agreement with the MILF under the 
auspices of the Malaysian government, 
However, there has been an encourag- 
ing advance in the peace talks. In Novem- 
ber the government said the sides have 
agreed on the boundaries for a proposed 
Muslim homeland during informal talks, 
ending a year long impasse on the critical 
territory issue. The sides hope to sign a 
formal agreement on territory in January, 
but much more work lies ahead on other 
issues. The next sticky topic in the nego- 
tiations is what sort of government the 
homeland will have, a tough subject be- 
cause political clans with private armies 
will be affected and they could resist any 
loss of influence. The government says it 
hopes to reach a complete peace agree- 
ment before the end of 2008. 
Manila-based analysts are watching 
the peace process closely to see if Presi- 
dent Arroyo has the political will to con- 
summiate a final peace settlement. They 
have long heard talk from the government 
of an agreement that is “just six months 
away,” but this has never materialized. 
They say the president must convince 
hardliners in her cabinet, as well as anum- 
ber of mixed Christian-Muslim cities and 
municipalities that have passed resolu- 
tions against being included in a Muslim 
homeland. Some local politicians, Chris- 
tian and Muslim, do not want to lose their 
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existing economic and political power to 
an MILF entity. 

As Christian settlers flooded Mindanao 
over the past century this left pockets of 
Muslims throughout the territory, like the 
spots of a leopard, as some describe it. It is 
the 21st century and the Moros are now a 
minority in their own land. “Mindanao 
and Sulu historically belonged to the Moro 
people, but that is history. The real situa- 
tion now in Mindanao is that the Moros 
are the minority ... and we have to be prac- 
tical,” acknowledged MILF negotiator Iqbal 
Mohagher. At the same time the Moros 
must be careful not to give away too much 
for another flawed settlement, such as the 
MNLF treaty of 1996. Recent clashes be- 
tween the MILF and the military have not 
given favorable indications. There are fre- 
quently disputes over land in which one 
family has relatives in the military, and an- 
other family has relatives in the MILF. The 
guerrillas usually lose out. 

There are other parties that present ob- 
stacles to peace in Mindanao. The local 
politicians who deliver elections to Manila 
and profit from the aid that flows from the 
capital. What is more, there are also said 
to be elements in the military who may 
want to maintain the status quo. They have 
developed their own political and econom- 
ic interests with local Christian and Mus- 
lim politicians after almost four decades 
in Mindanao and these would be supplant- 
ed by an agreement with the MILF. 

The Philippine government has offered 
self-determination to the MILF, but the de- 
tails remain to be filled in. This is expect- 
ed to include Moro rights over Mindanao’s 
rich mineral resources, as well as local 
government taxation. But Manila says this 
would not mean an independent state and 


the central government would keep con- 
trol of defense and foreign affairs. 

Four decades of insurgency have cost 
over 120,000 lives in the southern Philip- 
pines and there are real signs that the Mo- 
ros want a lasting peace. But they want 
something substantive that allows them to 
preserve their culture, rule themselves and 
not be dependant on favors from Manila. As 
MILF negotiator Mr. Iqbal put it, “We want 
real and genuine self-governance...with 
genuine governance we either sink or swim. 
We don’t care if we drown, as long as we are 
the masters of ourselves.” 

President Arroyo has three years to go 
in her term, and achieving a peace settle- 
ment in Mindanao could be a major part of 
her legacy. President Fidel Ramos, a for- 
mer head of the armed forces, won the 
1996 agreement with the MNLF. President 
Joseph Estrada, his successor, launched a 
military offensive against the MILF in 2000 
resulting in the main rebel Camp Abuba- 
kar being overrun. Now there is an oppor- 
tunity for Arroyo to conclude this tragic 
chapter in Philippine history by achieving 
peace with the MILF and even fusing the 
agreements with the two rebel groups into 
a comprehensive settlement. 

For along time now, Mindanao and par- 
ticularly the Sulu archipelago stretching 
close to the northeast coast of Borneo have 
been a neglected and at times forgotten part 
of the Philippines. The world has changed 
and these once remote areas have become 
a breeding ground for terrorists. So the 
time for neglect, repressive and ineffective 
military actions, short-lived political mea- 
sures, and corrupt business-as-usual may 
be over. More people are paying attention 
now, more people are concerned and more 
people are committing resources. i | 
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China Misdials on Mobiles 


by Duncan Clark 


is on everyone’s lips. In his ad- 

dress to the 17th Party Congress 
on Oct. 15, President Hu Jintao mentioned 
it over 35 times. The logic for China to pur- 
sue innovation and move up the value chain 
is obvious. China’s role as a manufacturing 
workshop for the world is reaching its lim- 
its. Polluted air and water in China are 
causing growing social tensions and health 
problems. China’s ballooning surpluses 
with both the United States and the Euro- 
pean Union are generating mounting trade 
friction yet any appreciation of the yuan 
will invariably reduce the appeal of China 
as a low-cost manufacturer. 

The communications market could 
theoretically lead this drive for innova- 
tion. Already, it is one of the economy’s 
most dynamic sectors: China has the 
world’s largest mobile subscription base, 
at over 520 million, and is on the verge of 
overtaking the United States to become 
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the world’s largest broadband subscriber 
market. In services, Chinese firms have 
managed to dominate the local market. 
Four majority state-owned telcos domi- 
nate the mobile and fixed-communica- 
tions market, although it is government 
patronage rather than innovation that has 
driven their growth. 

In terms of Internet content, Chinese 
entrepreneur-led firms such as Baidu, 
Tencent and Alibaba dominate the local 
search, instant messaging and consumer 
e-commerce market. Restrictions on for- 
eign players may have played some role, 
but Chinese entrepreneurs (albeit backed 
by capital sourced overseas) have achieved 
this enviable position primarily through 


os Mr. Clark is chairman of BDA www. bdacon- 
nect.com, an investment advisory firm focused 
on the Asia’s telecommunications, media and 
technology sectors with offices in Beijing and 
New Delhi. 
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innovation, in areas such as marketing, 
distribution and business models. 

From this perspective, it would appear 
that entrepreneurial innovation is at least 
alive and well in China. However, China’s 
Communist Party and central government 
view the growth of private-sector inter- 
ests in content and services with mixed 
feelings, as this challenges their own tra- 
ditional dominance of mass media. Instead 
they prefer to see innovation through the 
prism of their scientific and engineering 
training—the outgoing Politburo being 
composed entirely of engineers, with the 
exception of Wen Jiabao, who is a geolo- 
gist—and seek out “breakthrough” innova- 
tions in the form of new technologies. 

Chinese technocrats also look to inno- 
vation as a means of reducing a perceived 
overdependence on foreign vendors and in- 
tellectual property. Economic nationalism 
is on the march in China. President Hu Jin- 
tao, pursuing a “Scientific Outlook on De- 
velopment,” in his Oct. 15 Party Congress 
speech affirmed that innovation is “the 
core of our national development strategy 
and a crucial link in enhancing overall na- 
tional strength.” Premier Wen’s Mar. 5, 
2007 address to the National People’s Con- 
gress was replete with references to “inde- 
pendent” innovation. The government’s 
National Program for Long- and Medium- 
Term Scientific and Technological Devel- 
opment (2006-20) includes 16 “major 
projects” ranging from wireless broadband 
mobile communications networks to lunar 
exploration. Mr. Wen talked about “break- 
throughs” that have already been achieved 
in areas including third-generation digital 
multimedia mobile communications, allud- 
ing to China’s own snappily named Time 
Division—Synchronous Code Division Mul- 
tiple Access. TD-SCDMA is being positioned 
as an alternative 3G technology to the Eu- 
ropean vendor-led w-cpMaA standard, and 
the smaller Ev-po standard pioneered by 
Qualcomm Inc. in the U.S. 


A Step Down the Wrong Path 


DRIVEN BY THE government’s successful 
policy of “informatization,” Chinese con- 
sumers today enjoy widespread access to 
high-quality, affordable communications 
services. China’s telecom services market 
in 2007 will exceed $95 billion including 
$10 billion in wireless value-added service 
revenues. Taking advantage of the coun- 
try’s massive Internet and mobile infra- 
structure, ancillary content and applications 
such as digital music and online games have 
thrived, with forecast revenues of $2.3 bil- 
lion and $1.4 billon respectively in 2007. 

Yet the proponents of TD-SCDMA see 
things differently. The suppliers to China’s 
communications market over the past de- 
cade have traditionally been foreign play- 
ers such as Alcatel, Ericsson, Motorola and 
Nokia. These and other Western vendors 
had initially been attracted to China as 
long as 25 years ago not for the domestic 
market, but for access to low cost land, la- 
bor and a base from which to export. As 
China’s market took off in the mid-1990s 
with the creation of second mobile opera- 
tor China Unicom, Western vendors who 
had set up facilities in China found them- 
selves in the right place at the right time. 

Take Ericsson as an example. The com- 
pany announced in November 2007 that it 
had received contracts from Guangdong 
Mobile, the provincial unit of China Mobile, 
worth more than 40 billion yuan ($5.38 bil- 
lion) over the last 20 years. Ericsson sup- 
plied China’s first analogue mobile network 
to Guangdong Mobile in 1987, then China’s 
first 2G GSM network. 

Chinese consumers have greatly bene- 
fited from the communications boom, but 
the success of foreign vendors on Chinese 
soil has alienated research institutes and 
those domestic vendors least well equipped 
to survive in the face of international 
competition. China has long had its own 
collection of domestic electronics factories 








and aspiring state-backed telecom equip- 
ment vendors. Until its dissolution in 1998, 
these were led by the former Ministry of 
Electronics Industry. The decision in the 
mid-1990s by Minister of Information In- 
dustry Wu Jichuan to encourage the pur- 
chase of 2G GsM equipment from foreign 
vendors was based on a pragmatic assess- 
ment at the time that none of the domestic 
vendors had the scale, resources nor the 
management sophistication needed to sat- 
isfy the government’s subscriber targets. 
Faced with the dominant position in 
China of Western vendors, two of China’s 
domestic equipment ven- 
dors Huawei Technologies 
Co. and zTE Corp. made 
the decision to take the 
fight to their international 
rivals and expand over- 
seas. The results have been 
impressive. In 2007, Hua- 


The world has 
moved on, and 
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abandoned its isolationist approach and 
contributed 1p and vendor support to the 
W-CDMA standard. 

In their overseas expansion, Huawei 
and ZTE are not seeking to export Chinese 
standards but are, as the Koreans before 
them with cpa and Gs, building equip- 
ment and handsets according to interna- 
tional standards. One domestic vendor, 
Datang Mobile Communications Equip- 
ment Co., Ltd, however, chose to call on 
government support and a protected mar- 
ket as the opportunity to develop in the 
face of foreign competition. Datang is a 
subsidiary of the China 
Academy of Telecommu- 
nication Technology, a 
state-funded research in- 
stitute that depends on 
government hand-outs. 

Originally TD-SCDMA 
was a technology promot- 
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terms of contracts, this 

amounts to $7.2 billion and 

$4.1 billion. The international expansion of 
Chinese vendors, especially in Southeast 
Asia, Africa and Europe, is itself a key factor 
in reducing global industry margins and 
triggering the mergers of European and 
North American vendors. Ironically, the 
success of Chinese vendors in offering low- 
cost equipment and handsets has acceler- 
ated the global take-up of international 3G 
standards such as W-CDMA. 

In so doing, Huawei and zTE have 
avoided the cul-de-sac that Japanese ven- 
dors experienced in the 1990s. For 2G, Ja- 
pan pursued its own standard called 
personal digital cellular, or ppc. While 
successfully insulating Japanese vendors 
from any international competition in 
Japan, ppc also managed to cut these ven- 
dors off from the global market making 
them marginal players. For 3G Japan has 


sition in the emerging 

global 3G winning stan- 
dard w-cpma, looked to China as an ally 
in its efforts to promote an alternative. TD- 
SCDMA was proposed by China to the Unit- 
ed Nations agency for telecommunications, 
the International Telecommunications 
Union, and was duly registered as one of 
three global 3G standards. 

Yet Datang was poorly equipped to 
bring TD-SCDMA to commercial launch. 
The world has moved on with other forms 
of 3G, leaving China today as the only mar- 
ket actively considering TD-SCDMA. Now 
rival technology such as W-CDMA serves 
over 140 million subscribers and EV-DO 
over 70 million. The two international 3G 
standards are gaining huge economies of 
scale and have developed a vibrant “eco- 
system” of vendors and suppliers while TD- 
SCDMA has yet to carry a commercial call. 

The gap between TD-SCDMA and its in- 








ternationally accepted alternatives, espe- 
cially w-cpMA, is widening by the day. 
“Enhanced w-cpMa” or HSPA allows trans- 
mission speeds of 20 to 40 megabits per 
second. For their broadband connections, 
more customers in Sweden are signing up 
for enhanced w-cpma than for fixed-line 
ADSL. Uploading videos from mobile phones 
is now a reality. Yet TD-SCDMA vendors are 
still struggling to commercialize handsets 
capable of only 2.8 Mbps, with a choice of 
handsets not expected until the summer of 
2008, at the earliest. 

Despite the costs, given the bias of Chi- 
nese technocrats towards engineering 
“breakthroughs” the country seems insis- 
tent on persisting with its efforts to launch 
TD-SCDMA. This reverses the course chart- 
ed by former Minister Wu Jichuan in the 
1990s, and instead raises the banner of pro- 
moting domestic standards and Ip. 

Promoters of TD-SCDMA point to lucra- 
tive contracts. China’s National Develop- 
ment and Reform Commission forecasts 
China Mobile, China Telecom and China 
Netcom will spend $3.4 billion on an initial 
network rollout in over 20 cities by 2008. 
Yet this is a small fraction of the hundreds 
of billions of dollars already spent on de- 
veloping and deploying w-cpMa and EV-DO 
networks, and appears too low to generate 
the economies of scale needed to make TD- 
SCDMA a viable technology. 

TD-SCDMA proponents respond that this 
$3.4 billion is just the beginning, eyeing the 
$31 billion that China’s telecom services 
providers will spend on infrastructure 
(both fixed and mobile) this year. But 
spending on equipment is dwarfed by the 
$95 billion in revenues of China’s telecom 
service provides. Communications reve- 
nues continue to grow, especially in mobile, 
but the outlook for telecom equipment is 
gloomy, with purchases falling by 3% this 
year. Intense competition is squeezing ven- 
dor margins, prompting the recent global 
round of mergers and acquisitions. 


The Cost of Being Different 


CHINA IS A key factor in this global consoli- 
dation, with Huawei and ZTE proving areal 
challenge to multinational vendors espe- 
cially in fast growing emerging markets. 
Ironically, the government’s decision to 
promote TD-SCDMA in China is actually tax- 
ing the efforts of the more internationally 
minded Huawei and zte. While both ven- 
dors have been co-opted by government to 
help push TD-SCDMA towards commercial 
readiness, these efforts divert valuable re- 
search and development spending and time 
away from their efforts to compete with in- 
ternational vendors. Although Huawei and 
ZTE are spending a growing share of their 
revenues on R&D, their smaller scale means 
they still trail far behind the spending of 
the big three of Ericsson, Alcatel-Lucent 
and Nokia-Siemens Networks. 

The original premise for TD-SCDMA— 
helping domestic vendors gain a greater 
share of domestic market—now seems re- 
dundant. In 2006 Huawei through sales of 
international-standard equipment in China 
pushed Ericsson from number one to num- 
ber two and won 22% of the domestic mar- 
ket, the largest share of equipment 
contracts. ZTE has risen to the number four 
slot behind Nokia-Siemens Networks. 

TD-SCDMA is also not helping China’s 
telcos. The Chinese government, via the 
State Owned Assets Supervision and Ad- 
ministration Commission is the largest 
shareholder in all four large telecom car- 
riers. As such it has a responsibility to en- 
sure they make prudent investments. In 
addition to serving their customers in Chi- 
na and shareholders in their listed vehicles 
in Hong Kong, the management teams of 
the Chinese telcos must answer to two 
bosses: sasac and the Personnel Depart- 
ment of the Communist Party. 

Satisfying sasac should mean choosing 
mature, international-standard equip- 
ment, but satisfying the Party (and the Na- 





tional Development Reform Commission, 
the government body which is pushing lo- 
cal standards across many sectors of the 
economy) these days means opting for TD- 
scDMA. To its ill-concealed dismay, domi- 
nant mobile operator China Mobile has 
been tapped by the Party to deploy TD- 
SCDMA rather than pursuing the natural 
upgrade path from GSM to W-CDMA. But as 
TD-SCDMA isn’t yet ready for deployment, 
China has prohibited the deployment of 
other 3G standards, delaying a much-need- 
ed industry restructuring. 

But it is satisfying Chinese consumers 
that will present the se- 
verest test yet for TD- 





TD-SCDMA will need to provide “dual- 
mode” phones which also support 
Gsm. While traveling overseas Chinese 
consumers will need to use GSM (or W- 
CDMA in markets such as Japan and South 
Korea). Japanese, and visitors to Japan, 
suffered tremendous inconvenience for 
the decade that Japan pursued its domes- 
tic ppc standard, forcing the temporary 
rental of phones at airports and the incon- 
venience of being out of touch with family, 
friends or colleagues. 
Dual-mode phones by definition in- 
volve more cost than single-mode phones. 
If the government is to ef- 
fectively bundle a GSM 


SCDMA. Fashion, not Fashion, phone inside every TD- 
science, inspires the choice . scpMA phone, then this 
of handsets by consumers not science, will have to be subsidized 


in China. Successful mo- 
bile technologies must fea- 
ture a wide choice of 


drives Chinese 


at huge expense. 
Finally, the TD-SCDMA 
camp is struggling to get 


handsets, including brands : consumers’ c hoice : networks deployed. While 
that Chinese consumers ` -TD-SCDMA engineers point 
are familiar with. Interna- of hands ets. to its “breakthrough mul- 


tional vendors such as 

Nokia have yet to make a 

handset, limiting the range of handsets to 
just a few dozen compared to the hundreds 
of w-cpMa handsets already available. 

To preserve the opportunity for TD- 
SCDMA in China, the government has gone 
to bizarre lengths. These include mandat- 
ing mobile-phone vendors physically “dumb 
down” phones sold in China. For example 
Nokia is required to remove the 3G capa- 
bilities of its popular N Series phones. In so 
doing China puts at risk its success in at- 
tracting multinational vendors to manufac- 
ture, and increasingly design, handsets in 
China: Today over 40% of the world’s mo- 
bile phones are made in China. 

In addition to handset choice, consum- 
ers in China expect almost universal 
coverage. The Gsm networks deployed by 
China Mobile already cover 98% of China’s 
population. To ensure mobile coverage, 


tipolar beam forming” 

technology, the net result 
of this innovation for now is much larger 
antennae and more base stations required 
for deployment. The antennae needed for 
TD-SCDMA are reportedly three times the 
size of existing GsM antennae, weighing up 
to two tons. A recent report in Cajjing 
Magazine indicated that Datang Mobile 
was far behind schedule supplying TD- 
SCDMA base stations in Guangzhou and 
Shanghai, missing the original launch date 
of October 2007 due to shortage of produc- 
tion capacity and difficulties in acquiring 
cell sites and wiring optical fiber. 

If China is to go to the mat with inter- 
national vendors over TD-SCDMA and fur- 
ther delay other forms of 3G until 2009 or 
even 2010, the costs to consumers, vendors 
and telcos will be considerable. Deploying 
TD-SCDMA will itself be costly in terms of 
the billions of dollars of handset subsidies 








required. But the greatest cost might come 
to China in the form of increased trade ten- 
sions. Although the government touts TD- 
SCDMA as a domestic technology, the issue 
of Ip for TD-SCDMA remains contentious 
overseas, with Western companies includ- 
ing Qualcomm likely to stake royalty claims 
if they feel excluded from the market. 

Yet with the “independent innovation” 
mantra serving as a rallying call for domes- 
tic research institutes seeking government 
cash and patronage, many others are ready 
to take the place of rp-scpMa with multiple 
local standards being promoted in areas 
such as mobile TV, audiovisual encoding, 


digital home and wireless encryption. 

The entry to the Politburo of nonengi- 
neers including Li Keqiang holds up the 
promise that technocratic politics can be 
diluted by a greater commitment to market 
economics, Instead of trying to produce 
“innovation on demand,” the government 
should focus on encouraging the conditions 
necessary for innovation to thrive—includ- 
ing continued commitment to education 
and reforms of the capital markets. If poli- 
cies—and politicians—are seen as the forces 
channeling investments to specific technol- 
ogies, then innovation will be stifled and 
China’s development retarded. 


The Talkative Indian 


by Romal Shetty 


N 1995 THE first mobile phone 
call was made in India, seven 
years after China started mobile- 
phone services. At 17 rupees per minute 
($0.42 at today’s exchange rates) for both 
incoming and outgoing calls made from a 
40,000 rupee handset, mobile-phone ser- 
vices were far beyond reach even for a 
well-to-do business owner. 

Fast forward to 2007—a call can be made 
for less than one rupee from an 800-rupee 
handset and you can use a mobile for a life- 
time without spending a single rupee on in- 
coming calls. India now has some of the 
lowest telecom tariffs in the world and the 
market expects to break the 600-rupee bar- 
rier for handsets soon. 

Many observers compare India to Chi- 
na and use their understanding of the Chi- 
nese market as benchmark for India’s. But 
the telecom revolution in India is absolute- 
ly unique and there is no real comparison 
to any other market. The main difference 
between the two markets is the nature of 
competition. The Chinese market for mo- 
bile-phone services is dominated by the 





duopoly of China Mobile and China Tele- 
com, whereas the Indian market has a 
minimum of four to five operators in 
each of the country’s 28 states. 

In the early days of the development of 
the Indian telecom market, government 
policy for telecom was muddy due to non- 
transparent regulations. Operators had 
the uphill task of negotiating connectivity 
with entrenched state-owned operators 
and all regulations seemed to favor gov- 
ernment operators. In the initial days, the 
government viewed mobile phones as a 
source of revenue and nothing more than 
that. The early breakthrough for the tele- 
com market came from an unexpected 
corner in the form of Telecom Regulatory 
Authority of India. Established in the late 
1990’s, TRAI had a slow beginning but as 
time went on it pushed for further compe- 
tition and higher quality of services keep- 
ing subscribers interest at its core. 

The current expansion in the telecom 
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market has its roots in a legal loophole that 
gave CDMA operators an almost free ride in 
terms of market entry. Gsm operators had 
paid heavy licensee fees just to access the 
market and continued to pay heavy access 
charges for spectrum and various other 
government demands. CDMA operators 
came in on the premise of providing ser- 
vices through “wireless in local loop,” but 
it was quite apparent that this was just 
nonsense. In a battle that lasted a few 
months in 2002-03, incoming calls were 
made free through TRAI!’s ruling on inter- 
connectivity and calling rates decreased 
dramatically. Today, realized rate per min- 
ute is at around 0.93 rupees per minute 
and average revenue per user (ARPU) is at 
297 rupees for GSM and 206 rupees for 
CDMA operators. 

This period of impasse between GSM 
and CDMA operators increased the chances 
of many operators going bust. Operators, 
especially csM based, were burdened with 
heavy debt which they had taken on to pay 
licensee fees, spectrum charges, network 
equipment investment and government 
levies. A combination of low calling rates, 
decreasing handset prices and low-cost 
calling plans developed by CDMA operators 
led to a sudden spurt in subscriber growth 
across the country. In those days, opera- 
tors were adding nearly a million subscrib- 
ers a month, still a low pace as compared 
to the Chinese operators who were signing 
up around 5 million to 6 million a month. 
Today India is adding around 8 million 
subscribers a month. 


Prepay Now, Please 


A KEY PART of the India market is the pre- 
paid segment. Operators specifically tar- 
geted lower income classes who could not 
afford to pay monthly rentals but required 
a mobile for free incoming calls and made 
limited out going calls. They addressed 
this affordability factor by selling ex- 





tremely low-cost handsets and issuing 
precharged sim cards for as low as 100 ru- 
pees. Subscribers could recharge their 
phones with low-value coupons, some as 
low as 40 rupees, bought from small neigh- 
borhood shops. A unique feature of these 
prepaid connections is the “lifetime free” 
validity. One can receive calls on these 
connections for a number of years without 
recharging the phone after its initial pur- 
chase. Operators rely on interconnectivity 
charges—which are earned for connecting 
incoming calls to these “free” phones—as 
a main source of revenue. 

Close to 70% of the eight million sub- 
scribers added each month belong to this 
prepaid segment. Operators have devel- 
oped an extremely low-cost model to man- 
age such subscribers by providing minimal 
but effective line of customer services 
through a high level of automation and low 
level of revenue-loss risk. Low realization 
rates are made good by an extremely “talk- 
ative” Indian market. On average, a sub- 
scriber talks for 462 minutes a month 
(second only to the United States), yielding 
a high-volume market given that there are 
more than 200 million subscribers. This 
factor has been crucial to the telecom op- 
erators’ success. 

Though India is still a voice-driven 
market, sMs based services are quite pop- 
ular due to television contests such as In- 
dian Idol and movie-based events. Indian 
subscribers tend to have a very high re- 
sponse rate toward such events even 
though contest sMSs can cost between 
three rupees to six rupees per SMS. For op- 
erators, the cost of carrying an SMS is min- 
imal—as low as 0.10 rupees—adding a 
significant amount of revenue to the bot- 
tom line. 

India is the seventh-largest country in 
the world in terms of geographical area as 
well as the second most populous. The de- 
mographic profile is extremely advanta- 
geous, with more than half the population 








younger than 25 years old. No country in 
the world has such a demographic spread, 
and in a few years the size of India’s young 
generation will be greater than the work- 
ing population of Europe. 

There has always been a huge concen- 
tration of telecom investment in urban ar- 
eas but with subscriber growth saturating 
in these areas, operators are rapidly ex- 
panding into semiurban towns and rural 
areas. These markets hold significant 
promise of subscriber growth but ARPU’S 
may decrease even further with incremen- 
tal increases in subscriber base. 

Due to foreign investment rules, Indian 
operators have had little access to foreign 
capital for fresh investments and to man- 
age this spurt in growth. These constraints 
led operators to be extremely prudent in 
financial policies and brought about clar- 
ity and focus in their strategies. Operators 
are extremely cost focused, especially in 
networks and marketing. Even though 
many operators are fierce competitors 
they have realized that in some areas they 
can work together to make the market 
beneficial to all. For example, operators 
have worked together in developing com- 
mon network and tower infrastructure to 
reduce their individual costs of network 
deployment. Indian operators have ex- 
tremely low capital expenditure per sub- 
scriber and tend to use their network 
capacity much more efficiently than oper- 
ators in other countries. 

In 2004, Bharti Airtel, India’s largest 
mobile operator, inked landmark deals 
with Ericsson and 18M for network and in- 
formation-technology outsourcing. The 
network outsourcing agreement with Er- 
icsson linked revenue growth with net- 
work expansion which enabled both 
Bharti Airtel and Ericsson to benefit from 
each others’ strengths. 1BM’s deal was 
based on a set of performance require- 
ments which greatly benefited Bharti Air- 


tel by leveraging IBM’S IT expertise. 
Bharti Airtel decided to focus on coverage 
and expansion planning, marketing and 
distribution, designing innovative schemes 
to stimulate subscriber and usage growth. 
They believed network planning, building, 
commissioning, billing, subscriber man- 
agement and other IT operations were not 
part of their core strength. Some of the 
other operators have followed suite, but 
this has yet to turn into a global trend. 

In the Americas and Europe, it is com- 
mon for operators to subsidize handset 
costs and they bear this burden on their 
balance sheets for a number of years. In- 
dian operators have consistently restrained 
themselves from subsidizing handsets 
costs directly but have provided free min- 
utes of usage to subscribers to make the 
burden of buying handsets easier. In the 
third quarter of 2007, 25 million handsets 
were sold in India. In the last few years, 
many handset manufacturers have been 
setting up manufacturing facilities in In- 
dia not only to supply the Indian market 
but many other low-cost markets. Though 
this manufacturing base is small com- 
pared to those in East Asia, a significant 
expansion in such facilities is expected as 
Nokia, Motorola, Samsung, LG and Flex- 
tronics come on-stream. The entire Indian 
telecom hardware (including handsets 
and network equipment) market is expect- 
ed to reach $100 billion by 2010. 

India’s telecom business model is based 
on low-cost, high volume traffic and inno- 
vative packaging of services. India’s popu- 
lation has always been considered as a 
negative; however telecom operators have 
used this huge population to their own ben- 
efit by increasing volumes, reducing costs 
and thus having one of the highest earnings 
margins in the world. In the process, they 
have also achieved another remarkable 
goal—bringing mobile communication t 


the common man. g 
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CHINA MODERNIZES: 
THREAT TO THE WEST 
OR MODEL FOR THE REST? 
by Randall Peerenboom 
Oxford University Press, 432 pages, $35 
ASO 


Reviewed by NICHOLAS BECQUELIN 


S CHINA PROVING that develop- 
ing countries are better off under 
an authoritarian regime that fo- 
cuses on developing the economy, rather 
than under a democratic regime that gives 
emphasis to political participation? And if 
the enjoyment of human rights improves 
with economic prosperity, isn’t it wiser to 
restrict them in the short term and allow 
them only once income levels take off? 

According to Randall Peerenboom, a 
law professor at University of California, 
Los Angeles and the director of China 
programs for the Oxford Foundation of 
Law, Justice and Society, the answer is a 
resounding “yes” on both counts. World 
Bank and United Nations Development 
Program data, he says, show that China is 
doing better on health, education, wom- 
en’s rights, and law and order compared to 
most countries at comparable income lev- 
el, and in particular compared to countries 
that have democratized at a lower level of 
wealth, such as India, Indonesia or the 
Philippines. Economic disparities may 
have shot up, but this is normal and they 
will eventually come down (although this 
might take “several generations”). 

Civil and political rights might be cur- 
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tailed, but this actually helps economic 
development and in any case these rights 
would not “magically solve” China’s de- 
velopmental and human-rights problems. 
Further proof that political authoritarian- 
ism works best is to be found in the expe- 
rience of other East Asian countries such 
as Singapore, Taiwan and South Korea, 
whose course, says Mr. Peerenboom, Chi- 
na has largely been following so far, and 
may lead in the future to democratization 
also of the “elitist nonliberal type.” 

If China still enjoys a poor reputation 
for human rights despite these achieve- 
ments, Mr. Peerenboom tells us, it is main- 
ly because of a “bias” by Western countries 
against one-party states; a traditional em- 
phasis on political and civil rights over- 
looks other indicators of human-rights 
development (and in particular the benefits 
of law and order for personal rights); the 
playing up of exceptional “heart wrench- 
ing” cases by human-rights organizations 
(whose work relies mostly on accounts of 
“disgruntled parties”); and sensational- 
ist media editors who prefer to “sink one’s 
teeth in ... reports of dissidents being ar- 
rested, newspaper editors being sacked, 
prisoners being tortured ... as opposed to 
dry statistics about Gini coefficients.” 

In other words, China is held to a “dou- 
ble standard” on human rights. This is 
particularly hypocritical, Mr. Peeren- 
boom asserts, since democracies them- 
selves don’t have an immaculate human 
rights record (think of Guantanamo Bay) 
and “liberalism tends to benefit the more 
talented, smarter, or already well-off in- 
dividuals in a society at the expense of 
the vast majority.” Asians, who according 
to him have more of a “communitarian” 
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ethos, favor stability more than individu- 
al freedoms. This is reflected in Chinese 
opinion polls showing high levels of satis- 
faction with the present government. 

None of these arguments are particular- 
ly novel. In fact, they are largely the ones 
that the Chinese government makes itself, 
and are echoed by many in business and 
diplomatic circles. Mr. Peerenboom seems 
aware of this, and to avoid “the bogeyman 
of being accused of being an apologist for a 
repressive regime,” he reassures the read- 
er that he is nothing but 
a dispassionate, disinter- 
ested analyst: “As a white 
male with the resources 
and good fortune to attend 
decent schools ... I stand 
more to gain personally 
from liberalism and the be- 
lief that we deserve all we 
can get.” This noble stand is 
belied by the mention on the 
dust jacket that he is also “Of 
Counsel at one of China’s 
leading foreign investment 
firms.” But this is a small de- 
tail compared to the fact that 
this 400-page, heavily footnoted book does 
actually little to convincingly demonstrate 
the arguments he advances. 

Instead, the author’s approach seem to 
be to take whatever arguments come his 
way and throw them into the pot, with- 
out regards for consistency or relevance. 
Those that fit his prejudice are deemed 
pertinent and significant, and those that 
don’t are dismissed as uninformed, bi- 
ased or, at best, inconclusive. There is no 
mention of the asymmetry of informa- 
tion between China and the countries it 
is compared to. The work of human rights 
organizations is used to support his de- 
nunciation of the shortcomings of coun- 
tries with democratic institutions, but 
discounted when it brings to light uncom- 
fortable facts about China. 
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Not that Mr. Peerenboom has actually 
taken the effort to read the work he takes 
offense with: Only one report by Human 
Rights Watch is cited, although it has been 
publishing reports on China for over two 
decades; Amnesty International’s compre- 
hensive reports are left aside in favor of 
press communiques and yearly summaries 
for 2004 and 1993; there is no mention of 
publications from the Duihua Foundation, 
even though they are based on Chinese ar- 
chives and reflect that most cases of polit- 

2 ical imprisonment never 
surface; only two reports 
by United Nation’s special 
rapporteurs are cited—to 
support the argument 
that their recommenda- 
tions were impractical. 

In fact, the book sys- 
tematically avoids tackling 
what really stands in the 
way of the author’s argu- 
ment, in favor of anecdot- 
al or caricatured positions. 
The fairly uncontroversial 
observation that China 
has been actively trying to 
weaken human-rights mechanisms at the 
United Nations, for example, is reported 
as signifying that “we are, in short, head- 
ing for a ‘clash of civilization.” Elsewhere, 
Mr. Peerenboom offers that given the ac- 
counts made by human-rights organiza- 
tions and the media, “first time visitors 
to China are often bewildered when they 
don’t see machine-gun toting soldiers in 
military fatigues on every corner or find 
ominous-looking public-security agents in 
black trench coats lurking suspiciously in 
alleyways and Internet cafes.” When the 
author acknowledges that, indeed, there 
are serious human-rights violations, this 
is only to rationalize them away or say that 
public-opinion polls reflect public support 
for the government. (That opinion polls 
in a one-party state without a free press 
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might be questionable doesn’t seem to be 
worth a mention.) 

While the author continues to cherry 
pick his way to demonstrate how enlight- 
ened and unjustly maligned the Chinese 
government is, the reader cannot but feel 
increasingly frustrated at the numerous 
repetitions, contradictions and digressions 
of a book that, despite a long publishing 
time-lag—the preface is dated July 2005— 
seems to have been hastily arranged from 
previous publications. (The author ac- 
knowledges as much in the preface when 
he thanks half a dozen journals and pub- 
lishers for allowing him “to reprint pas- 
sages from these works.”) 

A glaring contradiction in the author’s 
argument is his central claim that crit- 
ics are subjecting China to a double stan- 
dard on human rights, while in fact it is 
Mr. Peerenboom himself who argues that 
China should be held to a different stan- 
dard on account of its stage of develop- 
ment and distinct culture. The need to 
acknowledge from time to time that there 
are indeed serious human-rights viola- 
tions in China while trying at the same 
time to rationalize them away also leads 
to bizarre statements like “China outper- 
forms the average country in its income 
class on most major indicators of human 
rights and well-being, with the notable 
exception of civil and political rights”—a 
proposition not dissimilar to a doctor say- 
ing that a patient is in perfect health, ex- 
cept for his heart not beating. 

The thought that at least some Chinese 
people might disagree with the conde- 
scending views of the author is not given 
any consideration (in fact, the book doesn’t 
cite Chinese language material). Instead 
we are told that the Chinese government 
meets some ill-defined test of legitimacy 
and that China has a better internation- 
al image than the U.S. or Japan. Leaving 
aside the issue of how one justifies politi- 
cal persecution, whether China’s record 
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on economic, social and cultural rights 
is as rosy as Mr. Peerenboom advances is 
also debatable. The prohibition on inde- 
pendent organizing maintains the wages 
of millions of workers at artificially low 
levels, the previously free provision of ed- 
ucation and health care has disappeared 
in favor of a user-paying system increas- 
ingly beyond the reach of the poorest, and 
China’s architectural heritage faces ever 
more rapid destruction. 

More critically for a book that purports 
to analyze the relation between rights and 
development and the chances of China de- 
mocratizing or not in the future, none of 
the ample scholarly literature on these 
subjects is deemed by the author worth en- 
gaging with. The work of the Nobel Prize 
economist Amartya Sen, for instance, is 
never mentioned. (Development as Free- 
dom, his most famous book, seems to have 
been added in the bibliography as an af- 
terthought.) 

Mr. Sen’s theory, simply put, is that de- 
velopment has a lot to do with removing 
what he calls “un-freedoms”—barriers 
to natural human agency and econom- 
ic transactions between individuals and 
communities. In fact, China’s recent his- 
tory largely supports this idea. Once the 
Communist Party of China decided to lift 
the artificial restrictions it had imposed 
under the centrally planned economy, and 
started to free its citizens from the minute 
social control of the work-unit and to grad- 
ually allow the rural surplus workforce to 
move to urban areas, the economy took off, 
and China started to regain the rank it had 
occupied for many centuries as one of the 
largest economies in the world. 

What comes next is hard to fathom, but 
here is what another authority that Mr. 
Peerenboom conveniently ignores, Max 
Weber, tells us: As a bourgeoisie develops 
(and by all accounts, that is what China’s 
“middle class” really is in comparison to 
the rest of the population), it will start 
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We are told the Chinese government meets some ill-defined 


test of legitimacy and has a better image than the U.S. 





to ask for a number of things, including 
a legal system that guarantees economic 
transaction, the effective protection of 
property rights and participation in the 
conduct of public affairs. 

Another author, Jurgen Habermas 
(also ignored by Mr. Peerenboom if only 
for a derisive—and actually mistaken—re- 
mark) tells us how this is likely to happen: 
first citizens will develop a private sphere 
shielded from arbitrary intervention by 
the state; and then they will form a public 
sphere in which they discuss public mat- 
ters. Expectation of rationality and legal- 
ity of state actions will grow, political and 
administrative arbitrariness will become 
harder to justify by the state, ultimately 
giving way to asystem where its power is 
legally constrained, often by a constitu- 
tional order. 

So far, China is ticking all the check- 
marks: Citizens are increasingly valuing 
privacy, private property is now guaran- 
teed by law, traditional and digital media 
are relentlessly pushing the limits of dis- 
cussion of public affairs, the middle class 
is becoming more assertive in defending 
its rights by the day and the Communist 
Party has promoted the legal system as 
“the main instrument to govern the coun- 
try.” Unfortunately, history tells us, there 
is nothing automatic about when and how 
authoritarian regimes embark on the po- 
litical soft-landing phase. Numerous ex- 
amples around the world demonstrate 
the dire consequences of authoritarian re- 
gimes keeping themselves in power at the 
expense of social expectations, and failed 
transitions to democracy also cripple eco- 
nomic development and possibilities for 
greater social justice. 

Mr. Peerenboom’s advice on how hu- 
man rights can be improved in essence for 
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Chinese citizens to wait until the Party de- 
cides on its own volition to do so, and for 
the international community to appease, 
rather than criticize the government: 
“Government leaders might be more will- 
ing to revisit sensitive issues regarding 
free speech, religious freedoms and the 
rights of minorities if they felt their con- 
cerns [about national security] were taken 
more seriously,” we are told. Maybe. But 
staying silent on human-rights abuses in 
China would mean considering Chinese 
people as somehow less worthy of the 
rights and freedoms that other nationals 
are entitled to enjoy. And that would be ap- 
plying double standards. 


EXODUS TO NORTH KOREA: 
SHADOWS FROM JAPAN’S COLD WAR 
by Tessa Morris-Suzuki 
Rowman & Littlefield, 302 pages, $29.95 





Reviewed by BERTIL LINTNER 


HE ROAD THAT leads from the 
center of the northwestern Japa- 

nese port city of Niigata toward 
the docks is called Botonamu Street. Most 
locals are unaware of the origin of that for- 
eign-sounding name, some people think it 
even may be Russian. But botonamu is the 
Japanized version of the Korean word bo- 
edeunamu, or “willow tree,” because it is 
lined with willows. These were planted 
in the late 1950s to celebrate the start of 
the repatriation of ethnic Koreans in Ja- 
pan—to North Korea. The “return to their 
homeland” of 93,340 people—86,603 eth- 
nic Koreans together with 6,731 Japanese 
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and six Chinese spouses or dependents— 
between 1959 and 1984 is one of the least 
known events in Japan’s relations with its 
neighbors since the end of World War I. 

But it is also one of the most controver- 
sial. Many of the repatriates went back, 
full of enthusiasm as they thought they 
were going back to help build their new 
socialist fatherland—but, before long, be- 
came, at best, only disillusioned, while 
many others perished in the north’s noto- 
rious labor camps. And, to- 
day, some critics argue that 
it was an early case of eth- 
nic cleansing. The Japanese 
authorities wanted to get rid 
of as many as they could of 
an unwanted ethnic minor- 
ity. In the racist view of Ta- 
kajiro Inoue, then director 
of the foreign affairs depart- 
ment of the Japan Red Cross 
Society, the Koreans should 
be repatriated because of 
“their very violent charac- 
ter, and the fact that they are 
divided into several parties, 
which may turn into an unfortunate acci- 
dent at any moment.” 

But why to North Korea and not the 
south? Relations between Japan and South 
Korea were strained at that moment, and 
the south wanted Japan to be responsible 
for its ethnic Korean minority. Besides, 
even if very few of the ethnic Koreans in 
Japan actually came from the north—as 
many as 97% came from the south, es- 
pecially Cheju island off the southern 
coast—they perceived the Democratic Peo- 
ple’s Republic of Korea as their political 
and spiritual homeland. The south, they 
thought, was a puppet state of the United 
States run by Koreans who had collaborat- 
ed with the Japanese during the 1910-45 
colonial era. 

In the mid-1950s, Japanese authori- 
ties estimated that about 90% of the then 
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650,000-strong ethnic Korean communi- 
ty were behind the pro-Pyongyang Gen- 
eral Association of Korean Residents in 
Japan, abbreviated Chongryun in Korean 
and Chosensoren in Japanese. The small- 
er, pro-Seoul Mindan, had a much weak- 
er profile, and was itself divided between 
supporters and opponents of the South 
Korean regime. Most Koreans had been 
brought to Japan as cheap labor after the 
peninsula became a Japanese colony, but 
~ were always treated as sec- 
ond-class citizens. For them, 
repatriation seemed a way to 
freedom from poverty and 
discrimination. 

So an unholy alliance was 
formed between the Japa- 
-nese establishment and the 
-Chongryun as they both en- 
couraged repatriation, albeit 
for entirely different reasons. 
` Chongryun wanted to assist 
the “fatherland” in getting 
: labor to help rebuild from 
the ashes of the devastat- 

ing 1950-53 Korean War, and 
therefore, it seems, didn’t mind the racist 
policies of some Japanese authorities. 

Tessa Morris-Suzuki, a British-born 
professor of Japanese history at the Aus- 
tralian National University in Canberra, 
has done the first detailed study in Eng- 
lish of this now shameful chapter in Ja- 
pan’s modern history. She also examines 
the rather controversial role of the In- 
ternational Committee of the Red Cross 
in this sordid saga. In some ways, it was 
deceived into assisting the less-than neu- 
tral Japan Red Cross in the repatriation of 
the Koreans. But getting the crc involved 
was a way for Tokyo to distance itself from 
fierce criticism from South Korea, and per- 
haps also other countries, which found it 
appalling that tens of thousands of people, 
many of whom were actually second-gen- 
eration Koreans and thus born in Japan, 
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The book is a disturbing account of how callous authorities 


caused hardships to an already suffering ethnic minority. 





were being sent to the communist north. 
The U.S. Embassy in Tokyo, however, 
seemed to share the Japanese view, and at 
some stages in the process the Soviets ac- 
tively assisted the repatriation efforts. 

Ms. Morris-Suzuki has interviewed 
Koreans who were “repatriated” but later 
managed to escape and return to Japan, 
and she has, as perhaps the first interna- 
tional researcher, gone through the ar- 
chives at the 1crc’s Geneva headquarters. 
The outcome is a fascinating, and often 
disturbing, account of how callous au- 
thorities caused immense hardships to an 
already suffering ethnic minority—and 
of the deceptiveness of the Chongryun, 
which benefited from financial support 
for the scheme from the governments in 
Pyongyang as well as Tokyo. 

The horrors many of the immigrants 
had to endure are described in by Kang 
Chol-hwan in his book, The Aquariums 
of Pyongyang: Ten Years in the North Ko- 
rean Gulag, a gripping account of how he, 
at the age of nine, was sent to Yodok, one 
of the north’s most notorious labor camps, 
together with his sister, father, uncle and 
grandmother. Mr. Kang’s grandfather, 
Kang Tae-gyu, had been the local leader of 
the Chongryun in Tokyo, and he and some 
of his closest family members were among 
the first Koreans who decided to migrate to 
North Korea, only to end up being arrested 
on trumped-up charges. The immigrants, 
Ms. Morris-Suzuki writes, ended up being 
“disproportionately represented among the 
victims of North Korean political purges, 
but they were, of course, neither the only 
nor the most numerous victims.” 

Mr. Kang writes that, as the first ship 
full of repatriates was ready to leave Ni- 
igata, the pier was packed with well-wish- 
ers shouting “Long Live!’ After a blast of 


the horn, the ship sailed away, bound for 
North Korea, and with those onboard sing- 
ing patriotic songs.” And when the ship ap- 
proached the North Korean coast after a 
15-hour journey from Niigata, Kim Yong- 
gil, a famous Korean opera singer from Ja- 
pan, got up on the bridge. He turned to the 
promised land and launched into an im- 
promptu but powerful rendition of O Sole 
Mio, “causing emotions to swell among his 
fellow passengers.” 

But, as they came closer to the shore, 
the mood changed. Another ethnic Kore- 
an, quoted in Ms. Morris-Suzuki’s book, 
says: “I think everyone felt what they saw 
the scene in front of us—oh no! There was 
a row of grim-looking warehouses. The 
wind was blowing hard and it was still 
cold. The people waiting on the dock for 
us were all wearing shabby, padded cotton 
jackets.” The ethnic Koreans onboard the 
ship thought, “This isn’t right. This isn’t 
how it’s supposed to be” And worse was 
to come. When Kim Yong-gil first arrived, 
the North Korean regime welcomed him 
with open arms, and he was even received 
by “the Great Leader” Kim Il Sung him- 
self. A few years later, as Mr. Kang writes, 
“he wound up being condemned as a spy 
and sent to die in the Senghori hard-labor 
camp—reputedly one of North Korea’s 
harshest.” 

Mr. Kang’s book about his years in 
a labor camp, before escaping to China 
and then South Korea, is written in very 
straightforward and down-to-earth prose; 
Ms. Morris-Suzuki, by contrast, mixes her 
narrative with “local color” which doesn’t 
always work. It is hard to see the relevance 
of whether a tall Westerner she sees ina 
Pyongyang hotel, “gazing intently at the 
landscape below through a pair of high- 
powered binoculars,” is a journalist or not, 


Reviews 


ae 


rere ever ememrarnaraa napaan aana MAAR AAI AAAA NANa adaini miai aA TRAINER EEE ht et rte nan m Ht Ares HRCA tN er etree re LY RL AAAA 
AeA EAE TEEN ANAT ARYA LHL TA NEE AN a aAA RCAC ETAT CTRL IRE RAE ANCHE Ate ere OO ETERS A RY ISSA Attlee EARLY Pht a furvuremurure AAA BAe Vibe AAA tA 


www. feer,.com 


or what the scene has to do with the sto- 
ry anyway. Time and again we read how 
many of the issues she encountered during 
the course of her research at first “didn’t 
make sense,” but later did. Isn’t that the 
case in most research into any unfamiliar 
subject? 

Nevertheless, this is an outstanding 
study of how a downtrodden and vulner- 
able ethnic group of people were caught in 
grander political schemes, of which they 
knew little—and how they ended up being 
victimized once again. Those who remain 
in North Korea may be forgotten by the 
outside world, but the row of willows in 
Niigata stands as a reminder of what hap- 
pened there. 


ZHOU ENLAI: 

THE LAST PERFECT REVOLUTIONARY 
by Gao Wengian 
Translated by Peter Sullivan 
and Lawrence Sullivan 
Public Affairs, 336 pages, $27.95 
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Reviewed by JONATHAN MIRSKY 


for it, this book should be one of 
the publishing events of the year. 
Once the official biographer of the late Pre- 
mier Zhou Enlai, he twice calls it an act of 
“betrayal.” The betrayal purports to be the 
unmasking of Zhou, who “had assisted in 
the creation of the very totalitarian system 
of which he became the victim.” Mr. Gao’s 
purpose is to show that “Zhou Enlai was 
neither the god current Chinese officials 
have put on a pedestal, nor the unequiv- 
ocally evil person whom anti-ccp types 
have portrayed.” 
But is this really such a revelation? 
These days few put Zhou on a pedestal. In- 
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stead of being a scholarly scoop, the book 
demonstrates the Sinocentrism of the au- 
thor, who like many Chinese cannot imag- 
ine that foreigners know what they know 
about China. 

Zhou Enlai, who died in 1976, was, with 
Mao Zedong, one of the two main figures 
in the Chinese revolution. But after the 
tragedies and disasters of that revolu- 
tion, beginning with the founding of the 
Chinese Communist Party in 1921, were 
exposed, Western scholars began under- 
standing Mao as a fascinating monster. 
Zhou, on the other hand, was hailed for 
years inside China and admired by foreign- 
ers, not least by Richard Nixon and Henry 
Kissinger, who in 1972 had succumbed in 
Beijing to the then premier’s suave charm. 
“The greatest statesman of our era,” said 
Nixon. Zhou was praised for attempting 
to blunt Mao’s excesses and for protect- 
ing some of the Chairman’s potential vic- 
tims—although it is well known that Mao 
generally approved such protection. 

In 1959, Mr. Gao’s father was banished 
to Tibet, and during the Cultural Revo- 
lution (1966-76) his mother spent seven 
years in prison, partly, Mr. Gao says, for 
her “intemperate remarks” about Jiang 
Qing, Mao’s wife. Mr. Gao himself, child 
of “counterrevolutionaries,” was banished 
to the countryside. 

After Mao’s death in 1976, Mr. Gao’s 
mother was released from prison and 
eventually he was assigned to the Central 
Research Office for Documentation, “a min- 
isterial level center,” he says, “for the study 
of ccp history with prime responsibility 
to edit and publish the collected works of 
Party leaders.” As the “official biographer 
of Zhou Enlai,” Mr. Gao was now, he writes, 
“working in the very inhumane system that 
had doomed my parents [and] remained the 
same crushing, totalitarian apparatus that 
Mao Zedong had created.” 

Columbia University Professor An- 
drew Nathan, a leading expert on Chi- 


December 2007 





na, observes in his introduction that Mr. 
Gao spent most of his 14 years in the Cen- 
tral Research Office accumulating more 
knowledge of Zhou Enlai than almost 
anyone else. Mr. Nathan also points out 
that the Office is super-secret, squirreling 
away records back to the earliest days of 
the Party—telegrams, reports, decisions, 
meeting minutes, photographs, tape re- 
cordings, and interview transcripts—to 
be selectively approved for publication. 
Mr. Gao’s wife is an Ameri- 
can citizen, and because of 
her he managed to leave 
China in 1992 and make 
his way to Harvard. Over 
time his friends smuggled 
out the documentation for 
his Chinese-language Zhou 
Enlai’s Later Years. That 
book, 615 pages long, equals 
about 1200 English pages, 
or about three times the 
length of the English ver- 
sion. The bulk of the origi- 
nal is devoted to Zhou’s last 
nine years. 

“Party officials,” Mr. Gao writes, “tried 
every trick at their disposal to prevent pub- 
lication. The government even offered to 
pay me a high price to acquire the rights,” 
and threatened the safety of his mother. 
As he observes, “the government contin- 
ues to promote national amnesia by impos- 
ing taboos on many subjects, particularly 
the life and times of Zhou Enlai.” In 2003 
his book was banned in China. 

So is this revised English-language ver- 
sion of Mr. Gao’s earlier book, a bombshell? 
Mr. Nathan thinks so. Until now, he says, 
“Zhou remained immaculate.... The facts 
about Zhou’s strange personality and its 
tragic consequences for China have now 
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Instead of being a scholarly scoop, the book is 
a testament to the Sinocentrism of the author. 
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come out thanks to the personal odyssey of 
Gao Wenqian.” Mao imposed a nightmare 
on China, Mr. Nathan rightly concludes,” 
and “sadly, Zhou must go down in history 
as the man who let it happen.” 

But is it really only now, because of Mr. 
Gao’s book, that we know the terrible truth 
about Zhou? 

I’m afraid not. While the book relates 
many incidents in his career that seem 
new, they are difficult or impossible to 
verify because most of the 
bibliography consists of 
Mr. Gao’s secret materi- 
als. The exception, in this 
the English-language ver- 
sion, is the first chapter 
about President Nixon’s 
trip to see Mao in 1972 (in 
the Chinese version the ac- 
count is much longer), the 
event that made Zhou’s 
reputation as an adroit in- 
ternational statesman and 
caused Mao, who felt up- 
staged, to hate him. Most 
of that chapter is drawn 
from well-known Western sources, such 
as Nixon and Henry Kissinger; unusually, 
Mr. Gao cites these fully. 

As for Zhou’s ruthlessness, here, too, 
the evidence has already been published. 
Mr. Gao notes that in 1931 a Party member, 
arrested by Chiang Kai-shek’s police, in- 
formed on his comrades. Zhou ordered the 
execution of the man’s entire family. This 
was related, for example, in Philip Short’s 
1999 biography of Mao. Mr. Gao mentions 
in a somewhat unclear fashion a horrific 
organ called the Central Case Examina- 
tion Group, devoted to the interrogation 
and torture of high-level Party members. 
Its chairman, who knew everything the 


Group did, and reported the results to 
Mao, was Zhou Enlai. This instrument 
of Party cruelty has been exhaustively 
described, first by Lund University’s Mi- 
chael Schoenhals in 1996 and later by Mr. 
Schoenhals and Harvard’s Roderick Mac- 
Farquhar, who say in their 2006 Mao’s 
Last Revolution (cited by Mr. Gao) that the 
ccEG “dealt exclusively in violence.” Mr. 
Schoenhals contends that when the ar- 
chives are opened “the number of people 
Zhou protected will pale by comparison 
with the number of those he did nothing 
to help.” 

Mr. Gao supplies details on how Zhou 
turned on his old comrades in order to en- 
sure Mao’s favor. But this has already been 
made clear by Mao’s doctor, Li Zhisui. In 
his 1994 memoir The Private Life of Chair- 
man Mao, Dr. Lishowed how Zhou—some- 
times literally—prostrated himself before 
Mao. “Mao demanded Zhou’s absolute loy- 
alty,” the doctor writes, “and had he not 
received it, Zhou would no doubt have 
been overthrown. But because Zhou was 
so subservient and loyal, Mao held the pre- 
mier in contempt.” 

The translators make a surprising 
statement: When they “used their license 
to shape the current version of Mr. Gao’s 
book,” they “eliminated material that is 
of interest primarily to scholars of 20th- 
century China and Chinese readers well- 
versed in the details of Chinese political 
issues.” What they cut appears to be two- 
thirds of the original. They say they have 
supplied “source identification in a List of 
Sources”—which are unavailable and thus 
inaccessible to any reader. In the original, 
too, the footnotes are to secret sources that 
cannot be checked. It is therefore impos- 
sible, in either book, to evaluate Mr. Gao’s 
information. Since it is precisely scholars 
of 20th-century China’s history and poli- 
tics who need this information, the book 
will be relatively useless to the most inter- 
ested readers. The translation itself is pep- 
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pered with casual Americanisms, such as 
Zhou was fearful of “the political Dump- 
ster of Chinese politics.” 

Although no expose, Mr. Gao’s biog- 
raphy does supply some new information 
about how Mao’s closest lieutenants, no- 
tably Zhou Enlai, usually obeyed him, at 
first because they shared his ruthlessness, 
and later, understandably if contemptibly, 
to save themselves. 


THE OIL AND THE GLORY: 
THE PURSUIT OF EMPIRE AND 
FORTUNE ON THE CASPIAN SEA 
by Steven LeVine 
Random House Press, 496 pages, $27.95 





Reviewed by SUSAN SYPKO 


HE VERMIN-FILLED PIT in which 
T the Emir of Bukhara held Colo- 

nel Charles Stoddart and Captain 
Arthur Conolly before beheading them is 
today clean, sunny and empty—the main 
attraction of a museum in present-day Uz- 
bekistan. Stoddart and Conolly met their 
maker in 1842 in the midst of the “Great 
Game” between the Russian and British 
Empires. As Imperial Russia expanded 
into Central Asia, the British worried that 
a Russian invasion of India was next. Intel- 
ligence officers like Stoddart and Conolly 
were sent to map the terrain and discov- 
er as much as they could about the adver- 
sary’s intentions. 

More than 150 years later, the scramble 
for oil contracts and pipelines, recounted 
in Steve LeVine’s The Oil and the Glory: The 
Pursuit of Empire and Fortune, is redolent 
of the Russo-British rivalry. Like stories 
about the Great Game, Mr. LeVine’s tales 
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Like stories about the Great Game, Mr. Levine’s tales of oil 


fields and pipelines are full of treachery and treasure. 





of oil fields, pipelines and back-room deals 
are permeated with treachery and trea- 
sure. But what makes his account a com- 
pelling read is that today’s competition 
for oil is actually quite different from the 
Great Game. Instead of two empires com- 
peting for hegemony, today’s story involves 
a multitude of individual players vying for 
resources in a contest where victory is of- 
ten fleeting. 

The oil companies that descended on 
Central Asia in the waning years of the 
Soviet Union were driven by the promise 
of new sources of energy wealth. In the 
late 1980s, it was becoming increasingly 
expensive to extract oil from older fields. 
Demand for energy was growing, yet there 
was a reluctance to depend exclusively on 
the unstable Middle East. With rumors 
flying that the Caspian Sea could be the 
next Persian Gulf, and Mikhail Gorbach- 
ev opening up the country, companies like 
British Petroleum and Chevron jockeyed 
to get the first contracts. Victory was de- 
cided by negotiation skills, connections 
and resolve. Bribery often helped, too. 

The Oil and the Glory’s most fascinat- 
ing chapters describe how ambiguous 
such victory could be. Before the fall of the 
Soviet Union, BP’s John Browne signed a 
protocol with Nursultan Nazarbayev, the 
leader of the Kazakh Soviet Socialist Re- 
public, to negotiate development of the 
Tengiz oil field. Tengiz was located in the 
Kazakh republic’s northwest and had oil 
reserves of 14 billion barrels. Meanwhile, 
the American company Chevron cozied up 
to Mr. Gorbachev. When he realized that 
awarding Tengiz to Chevron would im- 
prove U.S.-Soviet relations, the sP deal was 
scrapped. Chevron’s negotiations with So- 
viet officials were successful in 1990 until 
Mr. Nazarbayev declared the agreement 
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null and void. The Kazakh president de- 
cided that he “could not accept a deal that 
had been done by the Soviet Union” As the 
Soviet Union collapsed at the end of 1991, 
Chevron was back at square one. 

Episodes such as these were common 
because the pursuit of oil and gas in the 
Caspian region was not a two-sided con- 
test, but a playground for dealmakers, oil 
company bosses, Caspian autocrats, Rus- 
sians and Americans alike. Mr. LeVine in- 
troduces the reader to an especially shady 
dealmaker, James Giffen. While the Soviet 
Union was on its last legs, Mr. Giffen led 
an organization of U.S. companies doing 
business in the U.S.S.R, of which Chev- 
ron was a client. A few years after Kazakh- 
stan gained independence, the dealmaker 
became Mr. Nazarbayev’s personal oil ad- 
viser. By facilitating deals between the Ka- 
zakh government and the oil companies, 
Mr. Giffen made millions. 

In 2003, Mr. Giffen’s joyride ended 
when he was arrested for violating the 
Foreign Corrupt Practices Act by paying 
out more than $78 million to Kazakh of- 
ficials. The dealmaker was also charged 
him with 33 counts of money laundering, 
fraud, and tax evasion. “Kazakhgate,” as 
the case is referred to, is still pending, and 
the World Bank is administering the mil- 
lions in frozen funds to help poor children 
in Kazakhstan. 

Infighting among U.S. government of- 
ficials closely following the events in the 
Caspian region suggested that it was diffi- 
cult to define national interests. Rosemarie 
Forsythe, the Director of Russian, Ukrai- 
nian and Eurasian Affairs on the National 
Security Council from 1993-95, organized 
a meeting between Azerbaijani President 
Heydar Aliyev and U.S. President Bill 
Clinton to hasten the signing of a deal be- 


tween several oil companies and Azerbai- 
jan. When it came time to figure out how 
the oil would be transported from the re- 
gion, she and her successor Sheila Heslin 
butted heads with Strobe Talbott, Clinton’s 
deputy secretary of state. Mr. Talbott ad- 
vocated treading lightly with the Russians 
by opposing the construction of a pipeline 
that would avoid Russian territory. Ms. 
Forsythe and Ms. Heslin, however, firmly 
believed that U.S. influence in the region 
would be strengthened with a pipeline that 
emptied into the Black Sea, and eventually 
another that ended at the Mediterranean’s 
shores. While the women were eventual- 
ly successful, it took much persuading to 
get the oil companies, including American 
businesses, onto their side. Incidentally, 
Ms. Forsythe went to work for Exxon Mo- 
bil after leaving government. 

Having just as much a stake as any oth- 
er player, the leaders of Azerbaijan and 
Kazakhstan did not passively stand by 
and watch as others made their fortunes. 
Aliyev had the courage to support the 
construction of a pipeline heading west in- 
stead of north through Russia, while Mr. 
Nazarbayev sometimes demanded cash up 
front. The ability of Aliyev and Mr. Naz- 
arbayev to maneuver so deftly increased 
their capacity to stay in power. When Ali- 
yev died in 2003, he successfully arranged 
for the succession to power of his son, Il- 
ham. As the standard of living rose in Ka- 
zakhstan as a result of the oil boom, Mr. 
Nazarbayev did not face significant oppo- 
sition when he made himself president for 
life in 2007. 

Government officials and oil compa- 
nies could not blindly sign agreements 
without considering their constituen- 
cies and consumers. When Unocal Corp.'s 
John Imle wanted to build a natural gas 
pipeline from Turkmenistan through Af- 
ghanistan, he and U.S. officials “watched 
approvingly as the Taliban widened their 
hold on the country,” writes Mr. LeVine. 
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Mr. Imle openly courted Taliban officials 
with President Clinton’s implicit support 
until the Islamists captured Kabul in 1996 
and killed former President Najibullah, 
dragging his corpse through the city. The 
Taliban’s treatment of women outraged 
the activist Feminist Majority Foundation, 
and al Qaeda attacks on the U.S. embas- 
sies in Kenya and Tanzania in 1998 forced 
Unocal to abandon its cooperation with 
the extremists. 

The Central Asian energy saga hardly 
ends with the book’s conclusion. In De- 
cember 2006, Turkmenistan’s despotic 
President Saparmurat Niyazov died un- 
expectedly, and his successor indicated 
a greater willingness to engage the inter- 
national community. Just last month, rep- 
resentatives from an unprecedented 150 
companies and 21 countries converged on 
the capital city of Ashgabat for Turkmen- 
istan’s annual oil and gas conference. Un- 
derscoring the significance of the event 
was the attendance of U.S. Secretary of 
Energy Samuel Bodman, the first high- 
level U.S. official to visit Turkmenistan 
in several years. Secretary Bodman’s re- 
marks emphasized energy security, defin- 
ing it as “having options ... a diversified set 
of partners and new infrastructure.” 

It is the quest for energy security that 
will define this new sort of “Great Game” 
for some time to come. Russia is hoping 
that Turkmenistan and Kazakhstan will 
cooperate in building a gas pipeline along 
the Caspian Sea north to Russian territo- 
ry, while the U.S. and others are pushing 
for the construction of a trans-Caspian 
pipeline under the sea bed connecting 
Turkmenistan and Azerbaijan, bypassing 
Russia. 

Yet the rivalry is not just about dom- 
inance in the Caspian region. The Euro- 
pean Union is supporting a new project 
called the Nabucco pipeline that will 
transport Caspian gas from Turkey to the 
Balkans. Russian energy giant Gazprom, 


December 2007 





India at the best of times can be overwhelming, but it must 


have been especially so for a British schoolgirl in 1947. 





meanwhile, signed an agreement with Ita- 
ly’s Eni to build the South Stream pipeline 
under the Black Sea to Bulgaria, avoiding 
Turkey. With more and more players in- 
volved, it is unlikely that a clear winner 
will emerge anytime soon. 


INDIA REMEMBERED: 

A PERSONAL ACCOUNT OF THE 
MOUNTBATTENS DURING THE 
TRANSFER OF POWER 
by Pamela Mountbatten and India Hicks 
Pavilion Books, 240 pages, £25.00 
NOS 


Reviewed by SAMANTH SUBRAMANIAN 


N THE 60TH year of Indian and 
Pakistani independence, two 

book projects have already fed 
and grown to plump fruition on the fertile 
material of the subcontinental Partition. 
Alex von Tunzelmann, in Indian Sum- 
mer, argues that Lord Louis Mountbatten, 
India’s last viceroy, had no option but to 
divide India when he did, and that parti- 
tion at any time, whether in August 1947 
or later, would have resulted in violence 
and bloodshed. Meanwhile, in The Great 
Partition, Yasmin Khan pitches the oppo- 
site idea—that British withdrawal was too 
hasty and unplanned, and that a more con- 
sidered exit could have mitigated the vio- 
lence to some extent. 

If 60 years of hindsight can still provide 
us with such contrasting opinions, it is 
safe to presume that Mountbatten and his 
administration faced no little confusion 
and soul-searching themselves. Pamela 


as Mr, Subramanian is a free-lance journalist 
and graduate student at Columbia University. 


Mountbatten’s potted memories of her fa- 
ther’s months as viceroy, seems to adhere, 
by and large, to Ms. von Tunzelmann’s 
thesis. By the time Mountbatten, his wife 
Edwina and his daughter arrived in India 
in March 1947, events had acquired their 
own momentum. Mountbatten was not so 
much captain of the ship as helmsman, ne- 
gotiating the intemperate seas as best as 
he could. 

When Ms, Mountbatten reached India 
she was 17, barely out of school. India at 
the best of times is an overwhelming ex- 
perience, but it must have been particu- 
larly so for a British schoolgirl in 1947. 
India Remembered is constituted from 
Ms. Mountbatten’s sketchy diary entries 
of those days, as well as correspondence 
and photographs from the Mountbatten 
estate. “I have left many of the passages 
in that girl’s voice, even though time and 
experience have since afforded me the 
gift of greater objectivity,” Ms. Mount- 
batten writes in her introduction. It ex- 
plains a decision that sometimes makes for 
a refreshing, very novel viewpoint on the 
events of the time, but it also stokes an ap- 
petite for more information and perspec- 
tive from someone so close to the center of 
the whirligig. 

Many of the decisions about India’s 
near future were already out of Mount- 
batten’s hands by the time he moved into 
the Viceroy’s House. His brief was to ef- 
fect as smooth a transfer of power as pos- 
sible, and to this end, he unleashed what 
Ms. Mountbatten calls his “charm offen- 
sive” on India’s top leaders. It worked on 
Jawaharlal Nehru, Mahatma Gandhi and 
Sardar Vallabhbhai Patel; it did not work, 
Ms. Mountbatten notes, on Mohammad Ali 
Jinnah, “My father could talk of nothing 
else because he could not crack Jinnah and 
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this had never happened to him before. He 
later admitted that he didn’t realize how 
impossible his task was going to be until 
he met Jinnah.” The Congress, Ms. Mount- 
batten writes, courted Mountbatten’s help. 
“Jinnah was the opposite and rejected my 
father’s involvement whenever he could.” 

India Remembered is at its best when it 
concerns itself with the personal and the 
anecdotal. Ms. Mountbatten beams illumi- 
nating little shafts of light onto her parents 
and onto the Indian leaders, capturing de- 
tail without feeling compelled to attempt 
biographical character sketches. She was 
evidently fond of Nehru, and her book was 
all over the Indian news this past summer, 
even before its publication, because of its 
promise of spilling the beans about the Ed- 
wina-Nehru affair. 

But Ms. Mountbatten takes the sting 
out early, in her introduction, by confirm- 
ing that her mother’s relationship with 
Nehru was not physical. “The relation- 
ship remained platonic, but it was a deep 
love.” Her father, it appears, had long been 
aware of Edwina’s lovers, and in this case, 
his own affection for Nehru as well as her 
potentially useful influence over him kept 
Mountbatten tolerant. “She and Jawarha- 
lal [sic] are so sweet together,” he wrote to 
his other daughter, Patricia. “They really 
dote on each other in the nicest way.” 

Mountbatten wrote that letter in June 
1948, when the transfer of power was 
so close that he had a countdown calen- 
dar distributed to his various offices. In- 
dia Remembered becomes a curious book 
around this period, The transfer of power 
and the horrific spasms of violence are so 
clearly the raison d’etre for its publication, 
and yet, even as they happen, they vacate 
the text almost completely. Ms. Mountbat- 
ten mentions, en passant, Edwina’s trips to 
riot-hit areas and refugee camps, but she 


i iat apatite anc re pie items nt E E a o aia ea Ne nT ete ny 


FAR EASTERN ECONOMIC REVIEW c= 


dwells more upon her own preoccupations. 
She plays with her mongoose, she holidays 
with the family in the hill station of Simla 
and she watches films; she seems to hear 
about the violence only in a detached, sec- 
ond-hand manner. She meets Nehru and 
her father often, but we never learn their 
state of mind during those wretched times. 
Only later, when Gandhi is assassinated 
in January 1948, does a sense of the India 
outside the Mountbatten household begin 
to creep into the book again. 

Perhaps the detachment is appropriate- 
ly symbolic of Mountbatten’s own unenvi- 
able position in India—his helplessness in 
the face of tumultuous historical events, 
the various demands of his office, the deli- 
cate balancing acts to be played between 
London and Delhi, and between India and 
Pakistan, and even between Edwina and 
Nehru. Not to mention the numerous in- 
tricacies in a land like India, where, as 
Ms. Mountbatten mentions, a Hindu rul- 
er reigned in the mainly Muslim kingdom 
of Kashmir and a Muslim ruler reigned in 
the mainly Hindu kingdom of Hyderabad. 
This is why India Remembered reads so 
sympathetically to Ms. von Tunzelmann’s 
Indian Summer and its assertion that, un- 
der the circumstances, this was simply the 
best that the United Kingdom and Mount- 
batten could do. 

Mountbatten faced some acrimony 
when he returned to London—Winston 
Churchill, famously, never forgave him 
for “giving away the empire”—but he and 
his family left the Indian people in a glow 
of mutual affection. India Remembered is 
laced heavily with that affection, but it is 
sparser in its substance. Ms. Mountbat- 
ten recollects that her father encouraged 
her repeatedly to keep her diaries exhaus- 
tive and up to date. That advice serves the 
reader well. 
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Mr. Hafvenstein depicts a region teetering on the 


edge of disaster, and then plunging over the cliff. 





OPIUM SEASON: 
A YEAR ON THE AFGHAN FRONTIER 
by Joel Hafvenstein 
The Lyons Press, 336 pages, $24.95 





Reviewed by LAN CHESLEY 


WO ACTS OF violence bracket Opi- 
um Season:.A Year on the Afghan 
Frontier. The first was a relatively 
harmless carjacking that put a halt to the 
cash-for-work programs in the villages of 
Babaji and Bolan in Afghanistan’s south- 
ern Helmand Province. Chemonics Inter- 
national, the aid-contracting organization 
tasked with plugging the inevitable drain 
on the region’s economy that would come 
with poppy eradication, pulled its fund- 
ing from the villages until the local police 
could give solid assurances that they were 
pursuing the case, 

Gradually, though, the threshold for ac- 
ceptable risk rose, and Chemonics decid- 
ed to reconsider its suspension in Babaji. 
The pressure to meet promised develop- 
ment targets was one reason the organi- 
zation eased its security requirements. 
After repeated visits from two village el- 
ders, whose teary entreaties to bring back 
their village’s program had earned them 
the nicknames Priam and Odysseus from 
the Chemonics staff, the organization 
slackened its demand for concrete coop- 
eration on security. At a shura, or council, 
Lashkargah’s mayor gave this backhanded 
attempt at reassurance: 

“For a moment, it sounded like we were 
going to get a guarantee from Abdul Mu- 
naf, the portly mayor of Lashkargah; then 
he finished his sentence. ‘We promise you 


T 





œa Mr. Chesley is a Persian language teaching 
assistant at Harvard University. 


that this time if you come to work with us,’ 
the sharwal declared, ‘you should bring 
guards.” 

After years of Western military pres- 
ence in Afghanistan, the country remains 
stuck in a cycle of drug cultivation and vio- 
lence. Mullah Omar temporarily stopped 
the cycle, but only by applying thuggish 
Taliban tactics that are by now familiar 
to most readers. 

Opium Season is not a book that of- 
fers grand solutions to the drug trade in 
Afghanistan; after working on band-aid 
development projects to alleviate the eco- 
nomic consequences wreaked by the North 
Atlantic Treaty Organization’s poppy erad- 
ication, first-time writer Joel Hafvenstein 
is understandably wary of policy prescrip- 
tions. His conclusions about the role of 
Pakistan in the neo-Taliban insurgency 
are not new. His call for a strong police 
first, development later, seems like com- 
mon sense in the light of the Iraq and Tal- 
iban insurgencies. 

Mr. Hafvenstein works in the genre 
of personal, almost religious confession. 
Avoiding the common trap of exoticism, he 
reveals much that is wrong with the Ameri- 
can approach in southern Afghanistan. As 
his writing hits high elegiac lilt, he details 
the tragic tale of the south spiraling down- 
ward under American dithering and a re- 
surging Taliban. Like Sarah Chayes’ The 
Punishment of Virtue, the book provides a 
snapshot of a region teetering on the edge of 
disaster, and then meticulously documents 
the emotions of watching it go right over. 

What sets Mr. Hafvenstein apart from 
Ms. Chayes is his keen sense of irony and 
his self-criticism. He spares his readers any 
self-righteousness and does not hide the 
fact that he arrived in Afghanistan with 
almost no qualifications for running a jobs 
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program. Smirking at his own ignorance, 
he assumes there’s someone who knows 
better; then, almost by accident, he sits in 
on a United States military interrogation 
and realizes with horror that they are blind 
to the world outside their security perim- 
eter. When he visits the Amu River with 
coworkers, they fantasize about irrigat- 
ing arid northern Afghanistan into anoth- 
er California. Mr. Hafvenstein shows that 
Afghanistan is, and has been throughout 
much of the 20th century, a blank page on 
which outside powers have sketched their 
dream worlds. 

‘Violent assassination has tended to put 
an end to these idle dreams. Three weeks 
after Mr. Hafvenstein’s visit to the north in 
2004, insurgents in a neighboring region 
targeted and killed five workers with Doc- 
tors Without Borders. The killings drove 
out an organization that had worked in Af- 
ghanistan through the invasion by the Sovi- 
et Union and the turmoil of the 1990s. While 
they did not say so directly, Doctors With- 
out Borders clearly implied that because 
the NATO force in Afghanistan had dabbled 
in reconstruction, they had blurred the line 
between military force and aid work. 

That attack cast a long shadow over the 
security posture of the Chemonics team in 
Helmand. On the one hand, Mr. Hafven- 
stein writes, they felt discomfort over the 
professional advice they received to arm 
themselves with gun-mounted lorries. The 
fear was that a prominent display of gun- 
power would too closely associate them 
with the more controversial American 
military presence in the province. Against 
their instincts, they took cover under U.S. 
Protection and Investigations, LLC, a Black- 
water-style American security contractor, 
and they went on their payroll runs with 
“police” provided by the local strongmen, 
carrying thousands of dollars through the 
most dangerous patches of the country. 

Sher Muhammad Akhundzada, the for- 
mer governor of Helmand, was one such 
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strongman, alternately begging for a wid- 
er geographic distribution of aid monies to 
his province, and skimping on the security 
details for Chemonics’ traveling teams of 
workers. As Mr. Hafvenstein notes, Sher 
Muhammad was later the target of a'drug 
bust that found him in possession of a ton 
of heroin in June 2006; then Afghan Presi- 
dent Hamid Karzai appointed him to the 
upper house of the Afghan parliament. In 
recent months Sher Muhammad has been 
vying for the governorship of Helmand 
once again. 

The outlook in Helmand is awful. In 
2006 the British Army replaced the Amer- 
icans based in Lashkargah and fought a 
bloody campaign against the insurgen- 
cy that effectively ended in a draw. With 
NATO forces largely confined to their bas- 
es, military operations rely more heavily on 
air power. This past year has been marked 
by increasingly disturbing reports of air 
strikes resulting in civilian deaths, further 
straining the credibility of the West among 
locals. In late November, the Senlis Council 
think tank issued a report that estimated 
54% of Afghanistan’s territory hosts a “per- 
manent” Taliban presence, and called for 
a doubling of NaTO troops. Despite poppy 
eradication efforts and the earlier work of 
organizations like Chemonics, the United 
Nations Office on Drugs and Crime report- 
ed in November that in 2007, more than 
half of the entire opium crop of Afghani- 
stan came from Helmand alone; opium pro- 
duction there has quadrupled since 2005. 

A devastatingly lethal Taliban attack on 
Chemonics’ staff in Babaji brought their 
project in Helmand to an abrupt end. De- 
spite the failure and the tragedy, the author 
has returned to Afghanistan to run a simi- 
lar program, this time in the northern (and 
relatively Taliban-free) province of Bada- 
khshan. Although the Lashkargah exper- 
iment ended in tragedy, Mr. Hafvenstein 
has hope for the future of Afghanistan as 


a whole. 
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An animating concern for all the writers is an apparent 


disengagement by the United States in Asia. 





CHINA’S RISE AND THE 
BALANCE OF INFLUENCE IN ASIA 
Edited by William W. Keller 
and Thomas G. Rawski 
University of Pittsburgh Press, 
328 pages, $27.95 
eo 
Reviewed by JANE RICKARDS 


HINA: FRIEND OR FOE? To find 
the answer to this critical ques- 

tion, the editors of this volume 
William W. Keller, the director of the Mat- 
thew B. Ridgeway Center for International 
Security Studies and Thomas G Rawski, a 
professor of economics and history, both 
of Pittsburgh University, along with 8 
other contributors, analyze many aspects 
of China’s rise. 

Using a multidisciplinary approach, 
they explore the nature of China’s rapid 
economic growth spurt over the past 25 
years, along with accompanying political 
changes, military developments and its 
changing relationships with other Asian 
countries. 

An animating concern for all the writ- 
ers is apparent U.S. disengagement in Asia. 
Echoing the observations of many in this 
region, editors Messrs. Keller and Rawski 
note that American foreign policy has been 
overwhelmed by the twin issues of terror- 
ism and the war in Iraq. Meanwhile, China 
is consolidating strong relationships with 
its neighbors and heading inch-by-inch 
towards superpower status. Worryingly, 
neither the Clinton nor the Bush admin- 
istration have re-evaluated Asia policy in 
proportion to the size and scope of Chi- 
na’s rise. Instead American policy appears 
piecemeal and distracted. As Messrs. 
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Rawski and Keller write, “Washington 
relies on a tired mix of recycled policies ... 
a shifting series of compromises between 
cooperation and containment.” China 
should be a top priority for the next ad- 
ministration in Washington. 

Messrs. Rawski and Keller point out 
that China has transformed from near au- 
tarky in the 1970s to a global economy that 
exerts enormous influence over world mar- 
kets. Its expanding trade and investment 
links with other Asian countries threaten 
to weaken U.S. influence. At the same time, 
China’s arsenal is growing. Since 1999, Chi- 
na’s military budget has exceeded those of 
major European powers and, since 2001, 
has even surpassed that of Japan, reaching 
$56 billion in 2003. The U.S.-China Eco- 
nomic and Security Review Commission 
announced in its 2005 and 2006 reports 
to congress that “trends in the U.S.-China 
relationship have negative implications for 
the long-term economic and security in- 
terests of the United States.” 

The question is then, is China biding 
its time? Is it waiting until its economy 
gains enough critical mass to allow it to 
exert political and military dominance as 
an enemy superpower of the U.S.? Is Chi- 
na’s policy of economic engagement and 
commercial diplomacy merely tactical, a 
“charm offensive”? 

On the whole, the authors say most like- 
ly “no”, with a strongly issued caveat that 
it is vital for the U.S. to remain engaged 
with the region. They also say, short of a 
war, the U.S. cannot stop China’s rise. Mr. 
Rawski and contributors Loren Brandt 
and Xiaodong Zhu in the second chap- 
ter entitled: “International Dimensions 
of China’s Long Boom” argue that eco- 
nomic growth—essential for maintaining 
the legitimacy of China’s present govern- 
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ment—in this era of globalization depends 
on overseas markets beyond China’s mili- 
tary control. China’s military is unable to 
secure access to Brazil’s iron ore, Canada’s 
tar sands, Iran’s crude oil, Africa’s mineral 
wealth or the consumer markets of North 
America and Western Europe. This puts 
pressure on Beijing to emphasize com- 
promise and diplomacy. Optimistically, 
they even argue that there could be over- 
laps between U.S. and Chinese interests, 
for example both powers 
could have a joint interest 
in working together to pro- 
mote stability in the Middle 
East and other resource- 
rich countries. 

Ellen L. Frost in a chap- 
ter entitled “China’s Com- 
mercial Diplomacy in Asia: 
Promise or Threat” argues 
that China isa skilled practi- 
tioner of commercial diplo- 
macy with Asian countries, 
but, again, Washington has 
nothing to fear if it remains 
engaged in the region. Asian 
countries first discovered that China was 
interested in forging good relations when 
Beijing gave generous loans to several 
Southeast Asian nations during the cur- 
rency crisis in 1997 and 1998. At the same 
time, she writes, the U.S. unwisely turned 
its back on Thailand when its currency col- 
lapsed and triggered the crisis, even though 
Washington had extended help to Mexico 
when the peso crashed in 1994. 

China has since made numerous diplo- 
matic and commercial overtures. Chinese 
plans for intra-Asian Free Trade Agree- 
ments are assuming a role tantamount to 
security alliances. However, Ms. Frost 
says, the Association of South-East Asian 
Nations along with Japan and South Ko- 
rea do not want to turn away from strong 
ties with Washington and view its role as a 
balancer against China, but some have the 
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impression that Washington is indifferent. 
Adam Segal, in another chapter, “Chinese 
Economic Statecraft and the Political Econ- 
omy of Asian Security” also points out that 
the smaller states of Southeast Asia are not 
defecting from the U.S. to China but are in- 
stead working to mitigate China’s threat by 
meshing it in a web of commercial relations 
while simultaneously stepping up defense 
ties with Washington. 

This volume deserves both praise and 
criticism. Approaching 
China’s rise from a multi- 
disciplinary approach is 
sorely needed—particular- 
ly in the ways some con- 
tributors, such as Robert 
S. Ross, weigh up China’s 
commercial power against 
its military power. All too 
frequently, security and 
economics studies are 
treated as mutually ex- 
clusive disciplines. It’s not 
uncommon for economists 
based in Taiwan to voice 
immense frustration at the 
government there for failing to institute 
direct links and completely open up eco- 
nomically to the mainland, as if China’s 
900-plus ballistic missiles pointed at Tai- 
wan simply did not exist. 

My criticism is that the authors oversim- 
plify Asian governments and policies and 
do not award the same sophisticated per- 
spective that is given to the U.S. govern- 
ment. Messrs. Rawski and Keller complain 
that three basic world-views are competing 
for ascendancy in Washington. One would 
have the U.S. as the world’s only hyperpow- 
er, which needs to shape the 21st century 
to its advantage and sees China as its only 
plausible competitor. (This view was prom- 
inent in the first administration of George 
W. Bush and is seen as underpinning the 
invasion and occupation of Iraq.) One en- 
visions a coming second Cold War, but this 
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time the rival superpower is China. And the 
third perspective—that the authors say they 
tend to support provided the U.S. remains 
engaged in Asia—emphasizes the mutual 
benefits of economic interdependence. That 
is, the U.S. government is not presented in 
this volume as a coherent and single ac- 
tor, but a policy-making “black box” where 
competing ideas have caused some incon- 
sistent policy outcomes that give a poor im- 
pression to some Asian countries. 

However, Asian countries are not given 
the same treatment as the U.S. We are not 
given an inside view of their policy-mak- 
ing processes. This leads Robert S. Ross 
in his chapter “Balance of Power Politics 
and the Rise of China: Accommodation 
and Balancing in East Asia” to conclude, 
to my surprise, that growing economic ties 
with the mainland are causing Taiwan to 
adjust its defense and foreign policies. As 
evidence he cites the opposition-dominat- 
ed legislature’s six-year failure to pass a 
massive special budget for a purchase of 
diesel submarines, pac-3 antimissile sys- 
tems and antisubmarine reconnaissance 
aircraft that were first offered to Taiwan 
by the Bush administration in 2001. He de- 
picts this as a decision made by Taiwan as 
a whole. 

But the U.S. is not the only country with 
competing factions that cause it to send the 
contradictory signals to the outside world. 
Most observers in Taiwan view the oppo- 
sition legislators who block this budget as 
motivated by petty and partisan concerns. 
Accommodation to Chinese power and an 
impression that Taiwan possibly cannot 
match China in defense spending, as Mr. 
Ross argues, is a factor for some lawmak- 
ers. However, others simply wish to sab- 
otage President Chen Shui-bian and his 
pro-independence government. 
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In the middle ofthis year, the opposition 
consented to move a tiny fraction of this 
budget and purchase some of this weap- 
onry, a sign, analysts said, that National- 
ist leader Ma Ying-jeou wanted to ditch 
the partisan image and improve relations 
with Washington ahead of presidential 
elections next year. And one of Mr. Ma’s 
close policy advisers has said that if he is 
elected, the Nationalists will approach the 
newly elected American administration 
with a fresh shopping list for weaponry. 
The Nationalists still view Washington as 
important. 

In any case, they do not represent the 
dominant ideology in Taiwan. Instead the 
nation is divided. President Chen Shui- 
bian, who represents pro-independence 
voters, was elected president in 2000 and 
again in 2004 with a slim majority of the 
votes. Mr. Ross’s statement that Mr. Chen’s 
win was not a vote for independence and 
instead reflected sympathy votes after a 
botched assassination attempt does not 
make complete sense. Even if sympa- 
thy votes did allow Mr. Chen to win, and 
there’s no proof this was the case, who 
could possibly feel any sympathy for a 
politician they didn’t like, identify with or 
agree with? A win is a win. 

And, despite Joseph Fewsmith’s fasci- 
nating chapter “The Politics of Liberal- 
ization: Are There Limits?” in which he 
describes how the Chinese government 
has reformed its Leninist roots to accom- 
modate its economic rise and relations 
with Chinese society at large, a look inside 
China’s policy-making “black box” is stil] 
not offered. It would have been very help- 
ful to understand the different factions in 
China’s governments and what key leaders 
with decision-making power really think 
of the West. Li 
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SIFTING THE ASHES 


Reference: Vol. 64, No. 22, 25/31 
May 1969, 479 
AINFULLY, MALAYSIA HAS be- 
P gun to inch its way back to nor- 
mality, although the country is 
still tense and shaken after the racial vio- 
lence. The nomination of members of the 
mca (Malayan Chinese Association) as 
Cabinet Members represents an impor- 
tant compromise to give the Government 
a valuable breathing space. Although the 
MCA was forced to abdicate from the role 
of spokesman for the Chinese communi- 
ty after its losses in the general elections, 
the inclusion of men like Tun Tan Siew Sin 
in the Cabinet will allay immediate Chi- 
nese fears of an all-Malay regime. But the 
compromise is only a temporary measure; 
in the long run, the Alliance Government 
has to solve the problem of paying reason- 
able heed to the demands of all racial com- 
munities whilst avoiding the perils of a 
confrontation between a largely Chinese- 
based Opposition and a Malay Administra- 
tion. The need for a breathing space makes 
it inevitable that the Government should 
want to continue to rule on an emergency, 
non-Parliamentary basis for some time. 
... At the moment, most opposition lead- 
ers seem anxious to co-operate in recon- 
ciling the races rather than to make life 
impossible for the Alliance Government. 
However, if the authorities fail to demon- 


strate publicly their determination to move 
from suppressing violence to restoring the 
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nation’s racial harmony, the crisis will 
threaten not only the nation’s political sta- 
bility but its economic ambitions as well... 

Nevertheless, if it appears that racial 
bitterness will be allowed to remain a 
permanent feature of Malaysian life, in- 
vestors must inevitably grow more ner- 
vous. In a racial tug-of-war, the position 
of the key Chinese elements in the busi- 
ness world would be in jeopardy, and few 
investors would be foolhardy enough to 
risk their money in a developing economy 
which failed to exploit all its talented en- 
trepreneurs. Such nervousness would not 
be confined to foreign businessmen; Ma- 
laysia’s Chinese would scarcely wish to tie 
up their funds in new projects if their fu- 
ture looked bleak. 

Happily, the crisis has not yet reached 
these dire proportions. Malaysia’s past re- 
cord of reasonable compromise in tackling 
communal problems and its reputation for 
sensible financial and commercial policies 
still stand to its credit. But the country’s 
image as a sound and profitable haven for 
capital will quickly disappear unless the 
racial temperature falls significantly in the 
immediate future. The economy is not a 
problem which Kuala Lumpur can afford 
to ignore: any serious slow-down in either 
the agricultural or industrial sectors must 
inflame mutual hatreds and recrimina- 
tions to an intolerable degree. 


MALAYSIA: UNEASY ALLIANCE 
Vol, 64, No. 23, 1/7 Jun 1969, 553 


UALA LUMPUR: NOW that the ini- 
tial shock of the racial violence is 
over, attention is turning to the 
longer-term political prospects. The big 
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question remains: How soon will the Na- 
tional Operations Council surrender its 
powers and permit the country to return 
to normal parliamentary rule? The emer- 
gency is expected to continue for some 
time as sporadic violence is still occurring. 
But new problems will arise once the Fed- 
eral Parliament reopens for business. 

The chief anxiety appears to center on 
the standing of the Alliance Government. 
Its reputation was based on its success in 
persuading people of all races to co-op- 
erate politically. The invitation to Tun 
Tan Siew Sin and his colleagues from the 
Malayan Chinese Association to join the 
emergency administration was a sign that 
the Alliance can still think in multi-racial 
terms. However, the riots and their after- 
math have inevitably called into question 
the ability of politicians to win support 
from across the community lines. 

This is not a situation for which the Al- 
liance must take all the blame. It has faced 
a series of agonizing dilemmas, and what- 
ever choices it made were open to criti- 
cism. It has been virtually impossible, for 
example, to prevent the spread of ugly ru- 
mors amongst the various racial commu- 
nities. How is the administration to crush 
this typical but accurate story? A woman 
(whose race is identified by the narrator) 
sees aman (of different race) lying appar- 
ently injured on the road; she stops her car 
to assist him and he leaps to his feet and 
almost decapitates her with a parang. 

The authorities have done their best to 
restrain the reporting of racial clashes and, 
in the process, have got on the wrong side 
of the international press which has been 
banned. Again, reports are widespread of 
the security forces in some areas failing to 
halt violence, but with the whole country 
under semi-martial law, the army and po- 
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lice have been strained to the limits of re- 
sources and discipline. Had the authorities 
concentrated their curfews on the urban 
areas and trouble had flared in the kam- 
pongs, the Government would also have 
been blamed. 

What worries many supporters of the 
Alliance...is that the continued circula- 
tion of racial horror stories—both true and 
false—will make it impossible for the Gov- 
ernment supporters...to forget their feel- 
ings of racial loyalty. It is perhaps the fear 
in political circles that communal ties have 
become the nation’s primary consideration 
which will prove the biggest obstacle to a 
return to parliamentary government. Who 
wants to take responsibility for returning to 
a system of free and open debate of political 
issues when discussions would run such a 
large risk of polarizing around racial issues 
and thus reopening communal wounds? 

Last week saw a new ray of hope in the 
creation of a National Goodwill Committee 
under the Tunku. This will leave the Dep- 
uty Premier, Tun Razak, free to concen- 
trate on restoring law and order (a task for 
which his administrative talent and first- 
hand knowledge of even the more remote 
areas make him the only real candidate) 
while the Tunku will be able to exploit his 
reputation for genuine multi-racialism to 
press on with national reconciliation. This 
division of responsibilities will permit the 
campaign to rebuild communal goodwill to 
be insulated from the unpopularity which 
is bound to follow some of the measures to 
crush racial extremism. Kuala Lumpur is 
also hoping that Singapore’s efforts to mini- 
mise racial clashes in the Republic continue 
to succeed. Any escalation of the incidents 
which occurred over the weekend in Singa- 
pore could lead to renewed tensions across 
the causeway, = 
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Power in the Desert 


TT WAS IN Xinjiang last week, drinking 
baijiu with the PLA Bingtuan folks. Trav- 
eling around some of the major cities near 
the capital Urumqi, we were struck not 
only by the extravagance of the public ar- 
chitecture in this poor and sparsely popu- 
lated region, but also by the wasteful use 
of water in these oasis towns. 

Both are on display in this picture we 
took of the main government building in 
Shihezi, a town of 600,000 people. Clearly 
this is one way to showcase Chinese pow- 
er. But locals we talked to seemed unaware 
that the acquifers supplying this water are 
being depleted at an alarming rate. 





Inharmonious Beijing 


A FEW WEEKS ago, TT was on the way to the 
Danwei Plenary Session in Beijing when 
we had an encounter (not our first) with 
Chinese road rage. Crawling along Dong- 
zhimen Avenue, our taxi was in a lane 
that happened, miraculously, to be in mo- 
tion, when a small, light-colored van (li- 
cense plate F16673) tried to pull out into 
our path, nearly causing an accident. That 
happens all the time in Beijing, so it didn’t 
seem very unusual. 

But at the next red light, suddenly the 
taxi driver’s door was pulled open, and the 
driver of the van began swearing and slap- 
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ping our driver’s face. Probably very wise- 
ly, the taxi driver barely reacted. Then the 

passenger of the van came over and also 

started throwing punches. 

TT instantly sprang to the taxi driver’s 
defense, with all the verbal jujitsu avail- 
able to a professional journalist (from be- 
hind the safety of a locked door, naturally), 
and eventually the fracas subsided. But 
the endless hot air about creating a har- 
monious society starts to make a lot more 
sense when you see first-hand what a hair 
trigger some people have. And of course 
you don’t want to involve the cops—that’s 
when things get really nasty. 


Suspicious (Electronic) Minds 


TAIPEI HAS BEEN thrown into a tizzy by 
news that viruses on Chinese-made hard 
drives may be sending confidential data to 
the mainland. Fortunately, in this case the 
data sought is just gaming passwords, and 
the virus got onto the drives because of 
sloppy security by a subcontractor. 

Still, the security breach calls to mind 
the recent warning from the security soft- 
ware company McAfee that Chinese gov- 
ernment-sponsored hackers are leading 
the way to a “cyber Cold War.” Just this 
year alone, McAfee reported that four out 
of the five major attacks on government 
targets across the globe are attributed to 
Chinese hackers. 

All of this is hardly good news for 
mainland computer makers—the virus of 
doubt has now been planted in consumers’ 
minds. Do you really trust a Lenovo com- 
puter, say, to keep your secrets? 


Contributions to Travellers’ Tales can be emailed 
to tales@feer.com. Read more Travellers’ Tales 
online at www.feer.com/tales. 
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Thank you to the co-organising sponsors, speakers, and attendees of the GSMA Mobile Asia 
Congress. With more than 7,500 executive attendees, the Mobile Asia Congress is the 
argest gathering of the mobile industry in the region. We appreciate the many leaders that 
sontributed their time, ideas, and energy to make this event a success. In particular, we 
shank the following keynote presenters for their inspiration and enthusiasm for our industry. 


GSMA. 





¢ Edmund Ho e Carl-Henric Svanberg 
° chal Jianzhou e Masayoshi Son 
e Zouhair Aiga e Manuel V. Pangilinan 


¢ Dr Yeon-Hak Kim e Alexander lzosimov 


e Masao Nakamura 
idi | Chief e Sol Trujillo 


e Arve Johansen 
. ef f e Todd Miller 


e Naguib Sawiris 


¢ Edgar Bronfman Jr e H.E. Minister Legari 


e Manoj Kohli 


If you missed this year’s Mobile Asia Congress, you can join more than 55,000 mobile 
industry executives from around the globe at the Mobile World Congress, 11-14 February 
i 2008, in Barcelona. Visit v WWW. mobilaworideongross, com for registration information. 


Start planning now to join us next year at the 2008 Mobile Asia Congress! 
The Venetian® Macau, SAR People's Republic of China, 17-20 November 2008 





THE WALL STREET JOURNAL 


EA FLECAT HE dhonse¢ Nobile (oui i @ ONNimobile 





—= ee 


NN O 


R ROUTLEDGE ` 


Journals from Routledge 


Asian journal of Political Science 


Sponsored by Department of Political Science, 
National University of Singapore 
Editor-in-Chief: Terry Nardin, National University of 
Singapore, Singapore 


www.informaworld.com/rasi 


Australian Journal of 
International Affairs 


Journal of the Australian Institute 

of International Affairs 

Editor: Michael Wesley, Griffith University, Australia 

Ranked in the Thomson Scientific Journal Citation Reports 2007 
The aim of AJIA is to publish high quality scholarly research 
on international political, social, economic and legal issues, 
especially (but not exclusively) within the Asia-Pacific region. 
www.informaworld.com/caji 


Australian Journal of Political Science 


Journal of the Australasian Political Studies Association 
Editor: lan McAllister, Australian National University, Australia 
Ranked in the Thomson Scientific Journal Citation Reports 2007 
www. informaworld.com/cajp 


Bulletin of Indonesian 
Economic Studies 


Editor: Ross H. McLeod, Australian National University, 
Australia 
Ranked in the Thomson Scientific Journal Citation Reports 2007 


The Eulletin of Indonesian Economic Studies provides a 
well respected outlet for high quality research by both 
Indonesians and foreigners on any and all matters pertaining 
to the Indonesian economy and touches on closely related 
fields such as law, the environment, government and politics, 
demography, education and health. 
www.informaworld.com/cbie 


Journal of Asian Public Policy 
NEW IN 2008 


Editors: Ka Ho Mok, University of Bristol, UK; lan Holliday, 
University of Hong Kong, Hong Kong; Ray Forrest, University 
of Bristol, UK 


www.informaworld.com/rapp 


Visit the Routledge website to view our extensive list 
of journals and books. For further information on how 
to order any of the publications please contact Lucy 
Parrott — Lucy.Parrott@tandf.co.uk quoting YFO7210A 


Journal of Strategic Studies 


Editors: Joe A. Maiolo, King's College London, UK; Thomas 
G Mahnken, The Johns Hopkins University, USA 
Ranked in the Thomson Scientific journal Citation Reports 2007 


Over the last twenty years, the reshaping of the world politics 
and the development of innovative military technologies has 
placed a huge question mark beside the efficacy of force in 
contemporary statecraft. Since the appearance of the first 
issue in 1978, The Journal of Strategic Studies has taken a 
lead in promoting fresh thinking in the field among 
practitioners and academics alike. 
www.informaworld.com/fjss 


Journal of the Asia Pacific Economy 
Managing Editor: Anis Chowdhury, University of Western 
Sydney, Australia 


The journal aims to promote greater understanding of the 
complex economic, historical, political, social and cultural 
factors which have influenced and continue to shape the 
transformation of the diverse economies that make up the 
Asia Pacific region. www.informaworld.com/rjap HENA b- O 
Pacific Review pecs N | 
Editors: Shaun Breslin, Richard Higgott and | 
Christopher W. Hughes all at University of Warwick, UK 
Ranked in the Thomson Scientific journal Citation Reports 2007 


www.informaworld.com/rpre 





Survival 


The International Institute for Strategic 

Studies (IISS) journal 

Editor: Dr Dana Allin, The International Institute for 
Strategic Studies, UK 

Now 6 issues a year 

Ranked in the Thomson Scientific Journal Citation Reports 2007 


Survival is a leading forum for analysis and debate of 
international and strategic affairs. With a diverse range of 
authors, thoughtful reviews and review essays, Survival is 
scholarly in depth while vivid, well-written and policy-relevant 
in approach. www.informaworld.com/tsur 


The Round Table 
Editor: Andrew Williams, University of St Andrews, UK 


Founded in 1910, The Round Table, Britain's oldest 
international affairs journal, provides analysis and commentary 
on all aspects of international affairs. The journal is the major 
source for coverage of policy issues concerning the 
contemporary Commonwealth and its role in international 
affairs. www.informaworld.com/trt 
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